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into matters connected with Petroleum 
and Petroleum Products 
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EXHIBIT 359 
art No. 38 filed by the witness Page 
Saunders showing the Texas Company's 
Gasoline Supply Areas as of November 
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EXHIBIT 360 
able No. 44 - Statement showing the 
per capita consumption of gasoline 
for the United States, Canada and 
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EXHIBIT 361 
Chart No. 9 in graph form showing the 
consumption of gasoline for the United 
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EXHIBIT 362 
Chart No. 49 - Consumption of gasoline 
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EXHIBIT 363 
art No. 41 - Consumption of gasoline 
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EXHIBIT 364 
Chart No. 45 - Platt's Oilgram for the 
Oklahoma refinery market and the tank 
waggon gasoline prices at Calgary, Canada 
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EXHIBIT 365 
Chart No. 46, graph form, - Calgary 
Service station gasoline price, ex tax, 
compared with total gasoline consumption . 
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EXHIBIT 366 
art No. 45 - snnual average service 
station prices of gasoline, ex taxes, for 
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EXHIBIT 367 
hart No. 47, Posted price at the well 
of Gulf Coast, Texas and Louisiana crude. .. 10,012 


EXHIBIT 368 
hart No. 48, Companion Chart to Chart 
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EXHIBIT 370 


hart ho. 70, graph form - Trends of 
Service station gasoline prices ex tax, 
in certain Cuties 1920-1938. e e e e e e e HOW O LE 


EXHIBIT 371 
Table iio. 46 - Average gasoline prices 
50 representative cities in the United 
States - 1920-1938, with chart No. 50, 


same information, graph form. . + ie jas es LO, 054 


EXHIBIT 372 
Table 47 - Gasoline prices service station 
ex tax per Imperial gallon, 8 representative 
C1tbies in) Canada 1920) — 1948; 
Table 48 - Gasoline prices service station 
ex tax re tank waggon price; 
Table 49) —. Average) pasoline prices, tank 
waggon, 8 representative cities in Canada; 
Chart 51, graph form, Average gasoline 
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EXHIBIT 373 
Table slo. 50 - Average gasoline prices - 
City of Galgary - tank waggon ex tax, 
1920-1938; 
Chart No. 52, same information, graph form. .10,035 


EXHIBIT 374 
Snle NO. Sly index of gasoline prices 
and cost of living in the United States, 
LIBS FLOSS; 
Ta DESiNow Sait Indexiof cost of biving 
in the United States, monthly average, 
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Chart No. 53,- Index of retail prices - 
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EXHIBED O75 
arts Nos. 54,55,56,67,and.58, graph 
form - Index of retail prices, United 
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EXHIBIT 376 
Taye NOwhooue .iGasoline. Price, Relations, - 
8 representative cities in Canada - tank 
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EXHIBIT 377 _ 
able No. 54 - Index of retail prices, 
Dominion of Canada; Ch 
Charts Nos. 59, 60, 61, 62, 64 and 64, 
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EXHIBIT 378 
able No. 5b - Gasoline Price Relations, 
Calgary, Alberta, Tank waggon ex tax, 
1920-1938; 
Table No. 56 - Index of retail prices, 
Province of Alberta, gasoline and family 
budget, 1926-1938; 
Chemtemon 66, 67 and 68, granhuformy cle di. 10,009 


EXAIBLE. 379 
Table No. 57 - Texas Company of Canada - 
Taxes, ex Provincial product sales taxes - 
Hine Dhavand Dominion, 1L9S0-1938. 6 Ni aire es my) hes 


EXHIBIT 380 
able No. 58 ~ Texas Company of Canada - 
Duty and Excise Taxes - Alberta Import- 
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EXHIBIT 381 
able No. 59 - Texas Company of Canada - 
Motor fuel taxes - Alberta, 1950-1938. . .. 10,043 


EXHIBIT 382 
Table No. 60 - Annual average gasoline 
taxes - United States, Canada and Alberta. . .10,044 


EXHIBIT 383 
Table No. 61 - Texas Oompany of Canada - 
Trend of Net laid down cost of gasoline + 
bulk stations in Canada, 1928-1938. ... . . 10,044 


EXHIBIT 384 
hart No. 69 - graph form,- Texas Company 
of Canada - Trend of net laid down cost of 
gasoline - bulk stations in Canada - 
non-jurisdictional, costs... . 6 « « ¢,«, 6, «6 « 10,045 


EXHIBIT 385 
able No. 62 - Texas Company of Canada- 
Trend of net laid down cost - Calgary 
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EXHIBIT 386 
able No. 63 - Texas Company of Canada - 
Trend of jurisdictional costs ~- bulk 
stations in Canada, 1928-1938; 
Chart No. 70 - same in graph form. ..... .10,046 
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EXHIBIT 387 


able No. 64 = Texas Company of Canada ~ 
Trend of jurisdictional costs - Calgary 
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EXHIBIT 388 
Table No. 65 - Analysis of gasoline sales 
from bulk distributing stations - Texas 
Company ot Canada, 1IZB-EOS Rs west en sts 6, LO POS 7, 


EXHIBIT 389 
able No. 66 - Analysis of Gasoline Sales 
from Alberta bulk plants - Texas Company 
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EXHIBIT 390 
Table No. 67 - Analysis of Gasoline Sales 
from Alberta bulk plants - Texas Company 
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EXHIBIT 391 
Table No. 68 - Analysis of Gasoline Sales 
from Alberta bulk plants ~ Texas Company 
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EXHIBIT 392 
Table 69 - Petroleum taxes nearly four times 
earnings - Comparison of petroleum taxes 
with U. S. petroleum industry - investment 
and earnings — L9GO-L9S7. 2. 6 «0 etoile ie) le te LOROLE 


EXHIBIT 398 
Table No. 70 - Earnings petroleum industry 
in United States when all earnings are 
allecated to gadoline, 1930-19372 0)... 2.) 020.059 


EXHIBIT 394 
Table No. 71 - Earnings of subsidiaries 
and affiliates, Texas Corporation, from 
world-wide operations when all earnings 
are allocated to gasoline, 1930-1937. . « . . 10,051 


EXHIBIT 395 
Table No. 72 - Subsidiaries and affili- 
ates, Texas Corporation - Comparison of 
Taxes per gallon of gasoline with 
earnings per gallon, 1930-1937; 
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EXHIBI? 396 
able No. 74 - Subsidiaries and affiliates, 
Texas Corporation - Comparison of 
Earnings, Pay-rolls and taxes per U. S,. 
gallon from world-wide operations, 1930- 
1937," 
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BRHIBIT 397 


Table No. 74 - Texas Gompany - Distribution 
Or gross income, LIST; 
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EXHIBIT 398 
able No. 75 — Retail Margins, Net Profits 
and Profit Opportunities in various retail 
businesses - United States and Pacific 
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ev?th June, 19359. 


KICHAKD LOBSCH SAUNDERS, 
having been recalled, examined by lir. iiacleod said: 
MR. MACLEOD: lire. Chairman, I prepared 
one book and I will have another at noon. 
THE CHAIRMAN: That is very nice of you, 
that is fine. 
Mine wACLLOD;: I would like to say some- 
thing too, my Lord, about this error in the barrelage. 
Mr. Saunders, will you turn one over, this is Exhibit 
"$53", that error not only means that this column will 


have to be eliminated but it affects the charts to some 


extent. 
THE CHAIRMAN: Oh. 
WITNESS: Tt does not affect the trend 


of the oil, your Lordship, but it does affect the height 
of these columns. 

ifRe wiACLEOD: The columns depicting the 
American figure is based upon this instead of on this. 
THE CHAIRMAN: Yes. 

MRe MACLEOD: And lir. Saunders has now 
telephoned New York and they are being prepared and will 
be sent on by air mail. 

Q like FPRAWLLY: Then we can simply arrange, 
if hir. Saunders is finished,that we will withdraw the 
Exhibit and file the new one? 

THE CHATRMAN: Put the new one in its 
place in substitution. 

Q bRe MACLEOD: yes, 
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CB TAU pe KS Re ‘ The growth of the industry 
has necessitated the adoption of mass produstion and mass 


distribution methods and as a consequence. there 
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hab grown up in the industry techniques for mass prod= so 
uction and mass distribution. Je have already dwelt 

to some extent on both of these subjects. iiass Dis- 
tribution requires some further discussion. 

Distribution of petroleum 
and its products involves a constant flow, a flow of a 
fluid commodity from the well to the refinery where the 
raw material is manufactured into various products, re- 
quiring a constant flow of those products into the 
market place. Distribution of a commodity used in such 
large quantities, for example, in the United States sup- 
plying the demand for petroleum products requires a produc- 
tion of more than three million barrels of crude petroleun 
per day, the manufacture of that crude petroleum into re- 
fined products and the transportation of the products thus 
manufactured to market does not permit of a stoppage at 
any stage of the proceeding. The operation must be con- 
stant ana effective. 

Getting petroleum products 
into the hands of the buying public could, of course, be 
accomplished in two ways, first, to require the buyer to 
come to the place of manufacture, and second, to have the 
market move to the buyer at the buyer's locality. If the 
first method were adopted, there would be a contraction of 
use because of the inconvenience to the buyer of acquir- 
ing the commodity. iiass distribution requires utili- 
zation of the second process. That is, spreading the 
market places wherever there are buyers. 


At this time I would like 


to introduce into evidence this chart. 
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(CHART PRODUCED HERE iigRIGeD 
AS EXHIBIT 359"). 

a MRe WACLEOD: And what is the number of 
that chart? 

Chart 68. From this chart, the Texas Company, pardon me, 
the Texas Company accomplishes its widespread distribu- 
tion by the maintenance of several refineries located in 
the vicinity of the market served. From each of these 
refineries the goods flow to bulk plants located within 
that marketing area, the area being determined by tran- 
sportation costs for the most part and from bulk plants 
to retail outlets. The constancy of the flow is thus 
assured. I would like to explain this chart for the 
benefit of the Commission and that is you will observe 
that there are heavy black lines around these various 
supply points and those black lines are presumed to show 
the natural marketing area to which you can reach through 
transportation or other cause. For example the flow, if 
I might just take a minute, from this big refinery at 
Port Arthur its natural flow would be about like that but 
by means of water transportation which is a very cheap 
form of transportation, it reaches these storage points 
up in here and cah then reach up into the upper Hudson 
kiver area and it is then distributed into these areas 
which you will observe , and that is true of all these 
blocks which you see scattered over the territory. There 
is a normal area in which the products Gan ordinarily 
flow. 

MR. MACLEOD: It should be understood 


that these charta relate to the business of the Texas 


Company. 
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THE COURT: Yes. 
THLE wWITNLSS: This is the Texas Company. 
MR. FRAWLLY: 4nd likewise the goods 


from the Port arthur refinery, while they can go by water 
up to Portland tiaine, cannot go very far into the State 
of Texas against the refinery itself? 

That is because you have a refinery at Dallas. 

AS against a refinery at Dallas? 

Yes. You will understand of course that ina great many 
of these refineries there are no lubricating oils and 
greases and products of that kind manufactured; the only 
manufacturing place that the Texas Company has for greases 
and those products is at rort Arthur. 

You have the Indian Kefining Company? 

Lo was not thinking of the Indian. The Indian Kefining 
Company is located here at Lawrenceville, Illinois and I 
do not think it makes greases, iir.e Frawley, although I am 
not suree By this method the goods are gotten into the 4g. 
hands of the consumer with the loast inconvenience to 

him and are moved in such @ way as to cause the least 
possible congestion in refineries, terminals, bulk plants 


or retail outlets. 


The method of use, of course, 
determines to seme extent the method of distribution. 
Petroloum products for the most part are used in motor 
equipment. &£ motorist can and will go a short distance 
for his petroleum products. Distribution, then, of pet- 
roleum products is to some extent a comproriise between 
compelling the user to acqire his commodity at great in- 


convenience or permitting him to obtain it at little in- 
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Cuoveniencee The distribution of petroleum products 
ig not as convenient to the user as the distribution, 
say, of coal or gas. Here the naterials are used in 
an entirely different way and are of such a character 
that the final delivery of the commodity must be made 
at the definite location of use. Coal and gas, there- 
fore, are delivered to the plants where they are 
burned or to the houses in which they are consumed. 

The third element, mass 
availability, likewise has been developed as the in+ 
dustry has grown. The consumers and potential con- 485 
sSumners of petroleum products are constantly advised of 
the availability of the commodities manufactured by the 
industry. This is accomplished through advertising 
and sales promotion. Advertising and sales promotion 
in some quarters have been criticized, but as we shall 
later demonstrate the effect of their use is not to 
add to the cost of the material to the consumer. 

Q MRe MACLEOD: Pardon me, I think you 
are reading a little too quickly? 

A Very well, pardon me, I will slow down, I will start 
that sentence again. 

Advertising and sales 
promotion in save quarters have been criticized, but 
as we shall later demonstrate the effect of their use 
is not to add to the cost of the tiaterial to the con- 
sumer but on the other hand to assist in the reduction 
of that cost by the creation and the development of a 
denand which pemits of large volume seliing, which in 


turn permits of lower cost and lower price. 
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ve shall later further 
discuss the effect of imass production, mass distribe- 
ution and mass availability on price. 

. It was not until 1919 
that the State of Oregon impcosed upon the sale of 
gasoline a special direct tax. [Irom tht day to this 
practically every state, province or country in the 
world where gasoline is sold has imposed a tax on the 


sale and use of this commodity. 


(Go to page 9969) 
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In many jurisdictions, 
revenues thus collected have been devoted to the building 
of roads and this, of course, has inured to the benefit of 484 
the industry as well as the government involved. 

Indirect taxes such as 
ad valorem and excise taxes have likewise been imposed to 
@ large extent. There are now imposed upon the industry 
201 different taxes involving in the United States alone 
@ governmental revenue in excess of e billion dollars. 

In Canada and Alberta the petreleurn indus ry paid last yeer 
in taxes unascertainable amounts, but in view of the 
applicable taxes, it may be assumed that the amounts 

were large. 

In addition to the use of 
this revenue for road-building purvoses, Large sums thus 
collected have peen employed for other ourposes. Thus in 
the Province of Alberta, where none of the funds thus 
collected is ear-marked for road building, the petroleum 
industry bears a substantial proportion of the entire cost 
of government. In the Province the consumer is required to 
pay in excess of ten cents per gallon in direct and indirect 
taxes on every gallon of gasoline he purchases. The largest 
single factor in the price structure is the tax factor. 

Nature of the market = the 
market ultimately created by the growth of the petroleum 
industry has been such, as we shall later noint out, that 
it would be impossible for the industry to charge high, 
arbitrary and unreasonable prices for its products without 
effecting a serious contraction of demand and a consequent 
and almost immediate drop in price. The nature of the 


market is such thet the maintenance of an unreasonable 
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price would be imoossible. This we shall demonstrate 485 
hereafter. Although the growth of the petroleum industry 
in Canada, when judged from the standpoint of per capita 
consumption, has been second only to the growth of the 
industry in the United States, there is a marked difference 
in factors which have made Canedian crowth possible. In 
the United States this growth necessitated little or no 
tiportation of either crude netroleum cr its derivatives. 
In Canada precisely the reverse has been true. To obtain 
the petroleum and the products that it has needed, Canada 
has had to import a large proportion of crude and products. 
Fortunately it is contiguous to the nation producing and 
using more petroleum and the products thereof than all the 
rest of the world. The United States has had not only a 
sufficiency for its own purposes, but a sufficiency for its 
Canadian neighbor. Dominion and Provincial progress in the 
use of petroleum has been possible only because both the 
raw material and its derivatives have been made available 
to it from the United States. Cansda's proximity to that 
large source of supply has made it possible for the people 
of Canada to obtain petroleum and its products at prices 
far lower than would have been the case had it been 
necessary for Canada to go a greater distance to get its 
supply. If Canada had had to go greater distances to get 
its suprly, obviously it would have had to pay more and having 
had to pay more would have been able to consume less. 

In the outline of enquiry 
the implication is clear that the importer of refined products 
such as the Texas Company of Canada must justify its 


importations. ‘je shall not at this point discuss that 
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justification at any great length, but it seems from the 
facts of Canada's necessities that we may start with the 
assumption that Canadian importations have been beneficial 
bo. th.to as industry of the United States and to the 
people of the Dominion. 

aS we shall later point out, 486 
neither Canade nor Alberta is an isolated market sufficient 
unto itself. Because of their contiguity to the United 


States they are part and parcel of the North American market. 


(Go to Page 9972) 
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TH NATUR? OF T!2 GeSOLIN™ MARKET : 488 
IN THE UNTT2D STATES 2D CANADA 


IN GENERAL. 3 
; The petroleum products, and particularly the 


gasoline market in North American possesses, among others, 
the following characteristics: 
(1) It is a competitive market 
(a) seit ALoerta® 
(b) En Canada; 
(c) In the United States; and 
(ad) As between Alberta and the 
United States and elsewhere. 
(2) It is an expanding market. 
(3) It is a “*down price” market. 
(4) It is composed largely of low income 
consumers, a characteristic more peculiar 
to the United States and Canada than else- 
where in the world; and 
(5) sIit)is, in pert, a high quality market 
fostering constant improvement in the 
quality of the goods sold therein. 

Before discussing these 
various characteristies, we shall endeavor to describe 
the market. 

DESCRIPTION OF THE : There is no Sales Exchange for petrol- 


FETROLEUM MARICET. 
eum products, and, consequently, the 


petroleum products ‘Market" is not analogous to the market 
for wheat, beef or shares of stock. 
The United States and 


Canadian mrket is a geographical area equivalent to the 
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area of those countries composed of hundreds or even 
thousands of separate market places where petroleum products 
are bought and sold. By the market, then, we mean a district 
in which petroleum products are bought end sold in various 
smaller localities. 


THi CRUDE MAREST. 
The price for crude petroleum 487 


customarily has resulted from the accentance by a seller of 
a price offered by a buyer. The buyer is the one in the 
petroleum industry who *posts” a price. If sellers like the 
price thus posted, business is done. If the sellers dislike 
the price thus posted, they withhold their goods until the 
buyer increases his offer to a point satisfactory to the 
seller. The places or the market where business is thus 
conducted are the various places where the crude petroleum 
is produced, that is to say, the various oil fields. Thus, 
when we speak of the Gul: Coast crude market, we mean that 
erea along the Gulf of Mexico which contains several oil 
producing fields, When we speak of 

490 
the Mid-Continent crude market, we mean that district in 
North Texas, Oklahoma, kansas, Northern Louisiana and 
Arkansas in which there are located several oil fields. 
There are, of course, other crude markets - each place where 
oil is produced being one of them ~- including the Montana 
Wyoming, and Turner Valley markets. 


Ths GAoULAL MARKS. 
The gasoline market is not entirely 


like the crude market, largely because gasoline, as a 
commodity is sold in practically every town and village in 


the United States and Canada. The gasoline market, 
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therefore, is the entire area. It, in turn, is composed of 

the innumerable smaller areas where gasoline is bought and 

sold. The gasoline is bought and sold in several different 

ways: for cargo delivery, for tank car delivery, wholesale 

tank wagon or tank truck delivery, and at retail to the consume 
Obviously, the cargo market 

is an area within the larger district where it is possible 

for deliveries of gasoline to be effected in cargo lots. 


Such markets naturally are located at ssaboard and on the 


deep waterways. The tank car markets are located at the i 
points where delivery can be effected by tank car, usually 
at refinery centers and at terminal points. Wholesale 
tank wagon markets are located wherever there are bulk 
plants. There are thousands of these. 
491 


And the various retail markets 
are, of course, at each of the retail outlets where gasline 
is dispensed to consumers at retail. There are likewise 
many thousands of these. 

MARKET SPHERES OF INFLUENCE 


CRUDE MARK2TS. 3 
; Each of these smaller markets, speaking 


of the crude markets, composing, or situated in, the total 
marketing area has its own peculiar sphere of influence. 
Thus, when the price of crude petroleum in the great Hast 
Texas field was depressed because of the over-production 
which existed in that field some years ago, crude prices 

in practically every producing field in the North American 
Continent were depressed. Like conditions have resulted 
from over-production in other fields. When prices have 


become stable as a consequence of the diminishing supply or 
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the curbing of the potential supply through various 

factors in the fields theretofore over-producing, prices 

in all producing fields have usually become stable. 
Naturally, when the over- 


production was of less consequence than that occurring in 


the Hast Texas, Seminole and Oklahoma City fields, the 


marked effect in other fields has not been as great. 
Today, the "ast Texas field is the 

492 
dominant crude producing field on the North American 
Continent, and prices of crude petroleum reaoct to a large 
extent on conditions existing in that field. 


WHOLESALE RESINERY MARKETS. 
Insofar as the wholesale 


refinery markets,(the market for cargo and tank car deliver, 
are concerned, there are three primary, two secondary, and 
two minor markets. The three primary markets ere the Gulf 
Coast, the Mid-Continent and California. In the Gulf Coast 
and California, deliveries are affected in cargo, tsnk ship, 
motor vessel and barge, and tank car lots. In the Mid- 
Continent, the market is largely ae tenk car merket. The 
secondary narkets are in the East Coast in the Northeast 
Atlantic section of the United States, o ten referred to as 
the Hast Coest Refining District, and the North Central 
Refining District, located in the vicinity of Chicago and 
surrounding territory. The Fast Cast Refining District, 

as a market factor is subordinate to the Gulf Coast, and the 
North Central is subordinate to the Mid-Continent. The 
Apwalachian, i. e., the refining district in inland 
Pennsylvania, and south, and the Rocky Mountain Districts are 
relatively minor, being dependent largely upon the Gulf Coast 


and the Mid-Continent respectively. 
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However, each of these seven 
refining districts or wholesale refinery markets has a normal 
sphere of influence. The normal market for the Gulf Coast 
is in the Southeast section of the United States, the Atlantic 
Coast States, and Bastern Canada. The normal market for the 
Mid-Continent is in the Central United States. The normal 
market for the California refineries is the Pacific Coast and 
the States of the United Stetes west of the Rocky Mountains 
and Yiestern Canada west of the Rocky Mountains. The prices 
in these various markets, however, are related one to the 
other. When prices are depressed in any one because of over- 
supply in thet market, price depression in the other markets 
often results. Likewise, when prices are stable in the various 
markets, so that the gasoline from each is going into its 
normal marketing area, there exists a parity of prices. When 
parity exists, there is no advantage to a buyer shifting his 
purchases from one market to the other. This advantage exists, 
however, when prices are out of parity. Shifting of purchases 
ultimately usually produces parity based on the level exist- 
ing in the depressed mrket. 

Thus interrelationship of 
markets is the result of the economic forces, including the 
relationship of crude prices in the various crude producing 
fields adjacent to the rofinery wholesale markets, usually 


at play. 494 


SIMILARITY OF : The prices that exist in the refinery 
PRICH TRENDS. 
: wholesale markets, sometimes referred to 
as base prices, usually have a definite relationship to 
existing prices at bulk plants and at service stations located 


throughout the entire gasoline marketing area. 


> a 
wt 3 
* 


ee} 


H : 
1 
e 
alg . 
v 
of De 


Sy : r 
ar re 
: : a .Y ~ 
iS 
: 


4 
e 


C=-1 ~ 9977 = 


R. L. Saunders 


48S we shall later sho, 
prices in the various localities tend to follow like trends. 
We, of course, do not contend, and it is not a fact thet 
trends are identical. Local marketing conditions sometimes 
are such that the sphere of influence of that local market 
will be confined within a very small area, anda, in conse- 
quence, wilh not affect markets located at any great 
distances. On the other hand, disturbed conditions in 
even a very small marketing area may have widespread effect 
at great distances. These market activities we shall discuss 
later. 

A COMPETITIVS MARKET 


Tit COMPETITORS. 
: Hach of the smaller markets comprising 


the large marketing area has within it several competitors, 
each struggling with the other, as we have pointed out 
above, for the share of that market. Thus, in Alberta, 
gasoline and other petroleum products are supplied to the 


market by some 40 companies: 495 


Alberta Hi-Way Refineries, Limited, 
Artic Oil Company, 

Artic O11 Seles, Limited, 

Associated Distributors, Limited, 
Becker Oil Company, Limited, 

Becker Refineries, Limited, 

Bell Distributing Company, Limited, 
British American Oil Company, Limited, 
Canadian Oil Companies, Limited, 
Consumers! Oil Comsany, Limited 


Dina Oil and Refining Company, Limited, 
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Drumheller Independent Oil Coupany, 
Heonomy Oils, Limited, 

Fraser Refining Company, Limited, 

Gas. & Oil Products, Limited, 
GoldStandard Oils, Limited, 

Great, West Distributors, Limited, 

Huff Refining Company, Limited 
Hydro-Pete Oils, Limited, 

Imperial Oil, Limited, 

International Supplies Limited, 

Lion Refining Company, 

Maple Leaf Fetroleum, Limited, 

John R. Munro Refinery, 
MeColl-Frontenac Oil Company, Limited, 
National Fetroleum Corporation, Limited, 
North Star Oil, Limited, 

Northern Light Refineries, 

Oughton Srothers, 

Public Petroleum Corporation (Champion) Limited 
seventy-Seven Oil Comvany, 

Shell Oil Company of B. ©. Limited, 
Snowdon M@stete, C. C., 

Spooner Oils, Limited, 

Standard Oil Company of 5B. C. Limited, 
The Texas Compny of Canada, Limited, 
Trimple & Sons, H.M., 

Doe a. Purchasing Pool Mo, <2, 

Union Oil Company of Canada, Limited, 


Widney Refineries. 
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496 

Of course, all these organiza- 
tions do not compete in every small market in the Province. 
The activities of some are limited to a small area. The 
activities of some are widespread. But each is a potential 
competitor in every market. In addition, there are potenti- 
eal competitors not yet in the .lberts merket, but wich 
would enter the market if in the judgment of management 
the market offered opportunities for expansion. There are 
also, in addition to the above named, several independent 
wholesaling cocerns, each of which competes with another 
or others in its particular marketing area for gallonage. 
The Alberta retail market is composed of 2,120 service 
stations, most of which are operated by independent merchants. 
Hach of these competes with several others in its particula 
marketing area. 


ACQUISITION AND LOSS There are no authoritetive statistics 


OF ACCOUNTS. 
; to show what the precise results of the 

race for gallonage, already described, in Alberta has been. 

However, it is known that the race involves a constant loss 

of old and acquisition of new accounts by each competitor in 

the market. Some acguire more accounts than they lose. 

Some lose more than they a@¢quire. Some increase their 

gallonage and thus increase their percentage 

position,  *nd some losc perecnt.gc position. Tex s of 497 


Caonadewhes Mnere eeduitere» solinc.m skeet, position. in, O.n.d), from 
3% in 1929 to 6.17% in 1937, nd in lbort from 4.27% in 1982 


toy6.f6% im 1937. 
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Such perform.nce would not be possible in any market other 498 
than in a competitive market. 


COMPETITION IN CANADA: 
Competition exists all over Canada, 


being more pronounced in the more populous centers than else- 
where. 
COMPETITION IN THE : The difference between competition in 
UNITED STsTas. : 

the United States and) Canada lies in 
the fact that there are substantially more wmpetitors 
competing with each other in practically every market in the 
United States than in Canada and Alberta. 
COMPETITION BETVEEN : & fact of preat significance in this 
MARKETS. : 

competitive struggle is that each of 

the smaller markets in the larger marketing area is in constant 
competition with -nother or other markets. This is particularly 
true when, because of the depression of price in any particular 
market, sometimes occasioned by what has become known in the 
industry as a price war, buyers in other areas seek the benefit 
of the lower price in thc depressed area, thus cause consump- 
tion to contract in the normal buying area and in due course 
cause prices to drop in thet area to a parity level with the 
depressed price area. Because of this, price wars sometimes 
spread to cover a vast territory. 

Several examples of this in 499 
the United States readily come to mind. Several years ago, 
when there was a tremendous surplus of gasoline in Roumania, 
Roumanian gas line was dumped in the American market at 
Detroit. The marketer who acquired this gasoline promptly 


eut the price drastically in the Detroit market. People as far 


away as Toledo, Ohio, a distance of some 60 or 70 miles, 
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bought their gasoline in the Detroit market. Business in 
several of the stations on the highway from Toledo to Detroit 
was dried up. The only way that these statiuns could get 
back the business they were losing was to meet the prime cut 
of the Detroit marketer. Retailers in towns in Michigan 
considerably closer to Detroit than Toledo suffered likewise, 
and the only way that they could retein their business was to 
meet the price of the Detroit marketer. As a consequence, 
prices were depressed over a4 widespread area. 

At one time during the serious 
depression of refinery gasoline prices in the Hast Texas field, 
like price wars existed as far away as Camden, New Jersey, 
Seattle, Weshington, and throughout the entire Mid-estern 


area of the United Stetes. 


(Go to Page 9982 ) 
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Montreél recently had 
had a like experience to that of Detroit. 

Thus, when the parity 
of prices between these smaller markets is in any 
way disturbed, businoss flows from the normal to 
the depressed market. 

“hen markets are in 
normal parity, this condition does not exist in 
fact, but the potential possibility of its existence 
in fact is always present. 

It seems needless to 
discuss this matter further when it is considered 
thet tariff laws are based upon this fact of 
Gompetition between and among markets. 

we have already 
observed that the consumption of gasoline in the 
United States, in the Dominion of Canada, and in 
the Province of Alberta, has been upward. Not 
only has the volume increased throughout the 
years, but also the per capita consumption. 

Taking theso facts 
into consideration, we may, without further ado, 
describe the gasoline market as an expanding 
market. 

Now I would like to 
introduce a table at this time. 

MR. PRANLEY: Before you pass from 
that chart, you do not show Saskatchewan there. 
Saskatchewan is part of that red area really, is it 


not? 


~ 


Pod 
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B I think that is true, Mr. Frawley. I think that 
they put it in this way because it is clearly an 


Alberta inguiry. 


ee It is because of the scope of the inguiry you cut it 
oft on. thers? 

4 That is right. Because I know saskatchewan does get 
its produets out of Sunburst. 

© THs CHAT RMaN: You are offering that 
Exhibit? 


& Yes, Your Lordship. 
Q That is table 44? 


(DOCUMENE IN QUESTION IS 
NOW MARKED EXHIBIT "360") 


Li This tabulation simply shows the gasolinc consumption 
in the United States and in the Dominion and in alberta 
on a per capita basis for the years 19350 to 1957. The 
trend of prices for gasoline throughout the United 
States and the Dominion of Canada and the Province of 
Alberta has been down. From 1920 through to 1938 
the progress downward has been as follows. In 50 
representative cities of the United States in 1920 the 
price per gallon ox tax was .35609 er gallon. In 
1938 its price was ,1688 per gallon. Including tax 
the retail price was # 1920 .3580 per gallon and in 
1938 was 2.2341 per gallon. In 8 representative cities 
in Canada, excluding tax, in 1940 the price was .4696 
and in 1963 .2069. Including tax in 1920 the price 
was 4696 and in 1938 .2775. In Calsary in 1920 the 
price ex tax was .528¢ and in 1958 .1988. Including 
tax in 1920 the price was .5285 and in 1936 .2688. 
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i These prises are simple average prices © converted 
where necessary to an Imperial gallonage basis. I do 

not think you have the chart in that book. The 
percentage of the 1938 price to that of 1920. The 
Price in 50 representative cities in the United 
States excluding tax was 47.30% and including tax 
it was 65.39%. In 8 representative citios in 
Canada axeluding tax it was 44.06% and including 
tax it was 59.09%. In Calgary Ex tax it was 3%<63% 
and in Calgary including tax 50.88%. 

Q MR. MACLEOD: i think, Mr. Saunders, 
you might give the cities on which that is based? 

S The 50 eities in the United States are the principal 
cities from each state except in New York State 
There are two from New York and Washington D. CG. 
The Canadian cities were Halifax, Toronto, Montreal, 
Winnipeg, Regina, Saskatoon, Calgary and Vancouver. 

Q MR. COMMISSIONER LIPSETT: Mr. Saunders, 1920, 
was that a representative year or wasn't that a 
year of very big prices just after the war? 

A Well, I cannot say that right now. I am trying to 
think. I think there has been a downward trond of 
prices. During the war prices wero quite highe My 


recollectien is that they came steadily downward 


ever sinas. Now why they pick 1920, I just cannot 
tell you. 
Q MR. FRAULEY: What is the 19.88? 


Would you mind explaining that. The 1938 Calgary 
price. 


& It is supposed to be the simple average prices which 
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pertained during that year. It is a simple averages 


of the prices. 


Q That is what, averages of three kinds of gasoline? 
£ No, that would be the House Brend gasoline I am sure. 
Q Oh, it is the pump price to start with? 
4 That is right. 
G MRe COMMISSIONER LiPSETT: Is that the quality 
comparable with Imperial standard? 
4b That would be: their House brand, yese Three Star. 
q “hat is yours? 
A Fire Chief. 
& | THE CHSERMAN: Your Fire Chief corresponds 
with Thres Star? 
A It sells at tha same prices. 
MR. FRAWLEY: Theat is certainly as far 
as you are going to go. 
THE CHAIRMAN; It is in competition with 
Three Star. 
b I used to be in the Sales Depertment, Mr. Frawley, you 
cannot blame me for that. 
@ All right? 
5004 
y:} Combining price performance with consumption performance, 
we find that the gasoline market is in fact a "down price? 
This market I vould like to demonstrate by submitting in 
evidence another chart. 
THE CHAIRMAN: That will be Exhibit "361". 
(DOCUMENT IN QULOTION Is Wow 
Mikkisb EXHIBIT "361". ) 
b On this chart the figures at the top of the circle 


indicate the consumption. This particular chart is a 


Ghart of the United ttates. The years sarc shown by these 
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arrows and the price is shown below. For exemple 

in 1920 the arrow shows the Imperial gallon consumption 
in the United States 3,177,580,000 gallons with a price 
of .3569. In 1925 is the next circle which shows the 
consumption and price; 1930 is the next circle which 
shows consumption end the price and 1935 end 1937. I 
would like to introduce in evidence a chart showing 
Similar information for the Dominion. 


(DOCUMENT IN QUESTION IS 
NO. MARKED EXHIBIT HES62" ) 


A Mr. Frawley, when you come to exemine this chart, I 
had a little difficulty with it and I would like to 
call your attention to the fact that on this particular 
chart the 1930 consumption is next to the last circle. 
The 1935 consumption as indicated was less than 19350. 
That Little note might help you in reading it and I 
think the same caution should probably be used in 
reading the chart -- well I have not introduced that 
yet. May I introduce that? 
THE CH4 IRMAN: Yese 


(CHART IN QUESTION IS NOW 
MORKED EXSIBIT "363". ) 


A The same caution should be used in reading the chart 
which is Exhibit "363". 

i") MR. FRA’:LEY: Those are pump prices 
again on "362"? 

b That is correct. 

Q THE CHATRMAN: Do you mind just telling us 
what that caution is again please? 

b Yes, Your Lordship. On the United States chart the 
years go, the consumption goes straight out. That is 


1920 is the smallest and 1925, 1930, 1935 and 1937, all 
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in order. That is not so of the Canadian and ths 
chart for Alberta. The Canadian chart, the third 

year that is shown, 1930, it had a greater consumption 
than had 1945 and the caution was in getting the prices 
at the bottom to be sure thet they apply to the same 
year. I had a little trouble reading it myself. 


COMPOSITION OF THE MARKET IN RESPECT 808 
TO BUYING PO" SR OF CONSUMERS 


BUYING PO.ER OF : At the Lresent time there is an 
CONSUMERS. : 

: automobile in the United States for 
each five members of the population. In Canada there 
is an automobile for each nine persons, end in Alberta 
there is an automobile for each eight persons. These 
facts, standing alone, permit us to assume that many 
automobiles are owned by persons in the low income 
brackets, but we need not stand on the assumption. 

It is possible to estimate the approximate number 

of persons possessing automobiles by a comparison of 
the number of persons filing income tax returns in 
representative years with the number of passenger 
automobile registrations in those same yearse In 
making this comparison, it must be remembered thet 
only persons of moderate income are not required to 
file such returns. 


Such a comparison fnr 


the United States follows; 


Number of versons Passenger dutomo- ie 
Year Filing Tax xketurns bile Registrations 
1920 7,259,944 8,225,859 
1925 4,171,051 17,496,420 
1930 3,707, 509 23,059,262 
1935 4,473,426 22,562,847 


1936 5,334,513 24,178,211 
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The persons who filed returns had income as follows: 


Net 
Income 


Classes L320 1925 1930 1935 


Under 


5,241,266 2,012,698 1,826,839 
53, 000 


Vio Olt Lyoot,ooo 1, DY0.aod 


455,442 503, 652 i go tr 324,779 


$25,000 171,830 236,779 198,762 121,895 


$25,000 


and over 54,290 90,239 60,692 36,125 


Rn oe cee REO  @MNER EEE St EESRSE Et reer ee GREE ee errr re renee 9 Gage anne meee 


TOTAL. (ee Ogges4 45171 ,05155.707,509 


1936 


( 
(3,992,627 4,682,647 
417,724 


175,164 


58,978 


4,473,426 5,334,513 


These figures furnish a 


510 


basis for the conservativo estimate that in these years 


at least 284,353, 12,494,699, 18,541,322, 17,608,622 


and 18,191,832 automobiles, respectively, were owned and 


operated by people in very modoeritse circumstances. 
Wow, Mr. Frawley, what 
we did there, because I do not think you have got it, 
we made some assumptions and I want you to know they 
are assumptions which favor each of the figures, 
the number of modergte people who own automobiles. 
other words we assumed that everyone that had an 


income that reported undcr ~o,Q000 had one car, and 
everyone that had an income in excess of 45,000 had 

two ears and then we figured the number of people in 
these income brackets on the one or two car basis and 


deducted it from the total registration 


In 


and determined 
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that the balance of the automobiles had to be owned by 
people in moderate circumstances who had not filed tax 
returns. That is as close an assumption as we have 
ever been able to get. It runs about, oh I think it 
runs about 78% of our registrations. We converted on 
the basis of this assumption what we considered, what 
pert of the g°soline market would the low income buyers 511 
represent. We can make a fair estimate as follows: 
(1) 
Total Gallons 
Number of Auto-~ Average No. of Purchased by 


mobiles Owned by Gallons Gasoline Low Income 
Year Low Income Buyers Consumed Per Car Consumers 


1920 284,353 446.9 127,077,000 
1925 12,494,699 436.8 5,457,585,000 
1930 18,541,322 55661 10,310, 829, 000 
1935 17,608,622 610.8 10,755,346, 000 
1936 18,191,832 629.1 11,444,482 ,000 


Now in arriving at that 
estimated consumption figure that I used wo had to take 
4£t in with the truck consumption and we estimated that 
for the truck registration -- that the passengor oar 
would get 15 miles to the gallon of gasoline and the 
truck would be twice as much. I know of no figures that 
are authentic on the subject but we use these figmunes 
from time to time for our. own purposes. So that that 
showed on thrt basis of cilculation that the percentage 
of gasoline bought in these low income tax brackets was 
5.46 of the quantity in 1920, 71.41 in 1925, 80.42 in 
(1930, 78.04 in 1935 and 75.24 in 1936. 

Q MR. MELTABARGER: You said to thy 


Chairman that the passenger car used twice @s much. 
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You mean that the trucks get half as much mileage 


per gallon. 


reid oo) ae 


That is what I meant to say yes. 


The passenger car gets an average of 15 miles? 


I meant to say that the passenger car gets twice as 


much mileage out of a gallon of gasoline as a truck. 


If I did not say that I am sorry. 


estimate shows the following: 


In Canada a like 


Number of Persons 
Filing Tax Returns 


166,972 
203,957 
184,195 
199,102 
217,049 


513 


Passenger gutomo- 


bile Registrations 


917,008 


952,427 


989,754 


1,041,529 


LOS 70Le 


The persons who filed 


returns had income as follows: 


Net 
Incone 
Classes 


po, 000 
to 

SLO, 000 
$10,000 
to 
325,800 
525,000 


and over 


TOTAL. . 


1933 


Oey eta 


92,432 


43,306 


22,530 


7,102 
1,608 


166,972 


1934 


139,523 


41,090 


16,904 


5,203 
1,237 


203,957 


1935 


127,303 


35,799 


15,437 


4,571 


1,085 


ee 


184,195 


1936 


135,922 


39,570 


17,162 


5,247 
1oRGr 


199,102 


1937 


149,041 


42,942 


18,534 


5,675 
1,259 


217,049 
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These figures furnish a 
basis for the conservativo estimate thet in the Dominion 
of Canada in these years at least 718,802, 725,126, 
784,466, 818,817 and 860,497 automobiles, respectively, 
were owned and operated by people in very moderate 
circumstances. 

These figures were computed as follows: 


Bstimate of Number of Automobiles 
Owned by Persons with Low Incomes 


Deduct Deruct 2 Bstimated 
Lege cor Gers for Number of 
te Cha ei aon fers Cars Owned 
Total Son with Son with by Persons 
Passenger Income Income with Low 
Car neg- Under wo 000 Total De- Incomes 
Year istration 90,000 and over duction 
Boos 97 ,008 135,738 62,468 198,206 71673802 
1934 956,427 LOO", 6.12 46,688 Bat yoOL 720,126 
1935 989,754 163,102 42,186 205,288 784,466 
LSe) Of, O29 175,494 47,220 g0e,71e Wear ene 
LEC TON Cm hell Eke ey ONEPe 191,583 50,952 242,515 860,497 
O15 


“hat part of the Canadian 
gasoline market would the low gene buyers represent? Wwe 
can make a fair estimate as follows: 

(1) 
Tot’ 1 Gallons 


Purchesed by 
Low Income 


Average Nos of 
Gallons Gasoline 


Number of 4uto- 
mobiles Ovned by 


ead Low income Buyers Consumed rer tar Consumers 

1933 ile ee 39465 483,567,589 
1934 725,126 415.8 501,507, 391 
1935 784,466 427.6 335,437,662 
1936 818,817 440.4 360,607,007 
L9G? 860,497 474.6 408,391,876 
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(2) 3 516 
Total 
Consumption 
(Excluding Es- 
timated Truck Consumption of 4% of Total 
Consumption) _ Low Income Buyers Bought by Low 
Year Imperial GalSe Imperial Gals. Income Buyers 
1933 361,751,615 265,567,589 78.39 
1954 396,056 , 034 SOD O00 1739) 76013 
1935 423,204,087 335,437,662 79626 
1936 458,717,789 560,607,007 78.62 
1937 623,479,651 408,391,876 78.01 


Averscelgas to 1937 (5 years!)'s«sississteidran7b ono 


Q THE CHAIRMAN: Have you any observations 


to make about these parts. 


& No, Your Lordshipe 
Q Nothing that you wish to direct our attention to specially? 
Bs) No, except that rererence I make to the fact that a large 


percentage of the market is in this low incoma tax bracket. 
os Yes, you might just finish that paragraph on Page 517 then? 
A COMPOSITION OF MARKET : } 517 


: /It is apparent, therefore, that 


So 48 the United States the gasoline market is composed to 
{ the extent of about 78 percent of low income buyers; that 
the Ganadian market is composed of approximately 73 percent 
low income buyers; and that in Alberta a similar situation 
exists, although it is impossible, because of the unavail-~ 
ability of data, to prepare an estimate such as was pre- 


\ pared for the United States and Cenadae 


{ at this stage there was a short recess) 
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Q THE CHATHMAN: iil’ « Saunders, we have just 
been talking over how to make a practical use of what 
Beems to us a very root vent ana comprehensive present= 
ation and our worries poout are eons having enough copies of 
thea so that they would be really useful. There are the 
Commissioners ana the Counsel who will be discussing 
this back and forth and examining it and debating about 
it and we just have not enough copies, is it possible, 
do you think, ur. Macleod, to provide us with some more. 
MRe MACLEOD: iir. Saunders can tell us 
more about that than I can. 
WITNESS: All we have here are these. 

Q, THE CHATIMAN: we think it very Userul or 
we would not bother about it? 

A I realize that, your Lordship, but what is the time limit 
involved. 
THE OCrialnaAl : when do you expect to need 
these, I mean in the sense that you must have then. 
whe FRAWLEY: I certainly would have no 
need of it immediately. If it could be available, I 
thiak really, just a minute---- 
like iiCLEOD: Is there any copy in New 
York at all, Mr. Saunders? 
WITNESS: E do not know, i:ir. Macleod. 
what I was going to suggest was that if there was no in- 
mediate need of it I would be very glad to get them on 
the telephone and tell them to go ahead and prepare as 
many copies as you are needing, but that will take no 
doubt until July. I apologize for not having them avail- 


able but in fact, I have not becn in Canada very much 
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and I did not know that the procedure was to have so 

many copies. 

THE CHAT: We realize that. 

MRe FRAWLEY: I think if they were avail- 
able for our use about the middle of July. 

WITNLSS: LZ will heve these copies, and 
how many would you like to have of then. 

THE CiiATIMAN: well when you are making 
them, I suppose it is not a great difficulty to make plenty. 
If we could have six copies so that everybody would be sup- 
plied, if that would meet with your convenience, ir. 
Saunders, it would be a great help to us. 

Levene De very glad to do it. 

MiRe MACLEOD: There is nothing in New York 
to copy from nov, is there? 

Not that I know of. It would have to start whenI get 

back and that depends on when lire Frawley is letting me go. 
wRe tibGLIOD : we Gut up the book which 

was originally sent out and you will have to take that 
back. 

I do not think we have got any copies down there but at 

the recess I will call him and find out and if he has 
copies down there, I can start them to work preparing it 
janediately and if he has not, when I go back I will 

atart him preparing it immediately fron the copy I az 


using, and I will do my best to meet your time require- 


ment, ire Frawley. 


wike FRAWLEY: Thank you very much, iir. 
Saunders. 
WRe «ia CLiOD : That would include the 
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charts too? 

That is correct, there will be charts of small size 
which will be joined in the volume just about where 
they apply. 

THE CHATHM.AN: That would be very use- 
TUL GOT ue s 

WITNESS: Lxactly in the same man- 
ner as the one you now have. 

Like MACLLOD: we have two extra copies 
of all the extra charts and tables anyway. 

THE CHsLidua N: But we will have thea 
right in the beok, and that is desirable and very useful 
if at all possible. 


WIT WESS; I will be very glad to do ite 
PD VO NG Um eda oby OL TOU OU eclere + 6.014 0 5 0 

THE CHAIRMAN: That is the heading? 

Yes. 


IMPROVED QUALITY OF PRODUCT 


IMPROVEMENT OF PRODUCT. : 
As we have seen, the growth 


of the industry has witnessed a constant improvement in 
the quality of products marketed. To focus attention 
on the improvement of gasoline, for example, and apply- 


ing the octane rating test only, 
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We find thet in 1920 the regular grades of gasoline had 
an octane rating of about 40 to 45% FromunoZz0totng29 
there was a gradual improvement. By 1929 the octane 
rating head reached about 59, lower, as a matter of fact, 
than the octane rating of many low quality gasolines 
sold today. From 1930 to 1938 the improvement has 


been as follows: 


Year Regular Grades Premium Grades 518 
1930 62 72 
1931 64 74 
1932 65 76 
1933 67 76 
1934 70 76 
1935 70 76 
1936 79 76 
1937 70 78 
1938 70 80 


The compression ratio of automobiles advanced gradually 
durincethise perrvodsfrom-4.44in L925 te 6.30 in 154-85 
&S we have already pointed out, improvement in 


other products over the years has been marked. 


GRADES OF COMMODITIES. 

Cf course, as a necessary con- 
comitant of improvement in quality, several diffcrent 
grades of practically all commodities have been marketed in 
order that all classes of consumers (those able to pay for 
the better quality and those unable to purchase the best 
grades) could use gasoline and other petroleum products. 
In general, today the industry supplies three general grades 


of gasoline and several different grades of lubricating oils. 
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THE NATUR OF THE : Combining all these various factors, 
MARKET DESCRIBED. : 


described as a competitive, expanding, down price market 


oly 


the petroleum products market may be 


composed largely of low income consumers, in which constant- 


ly improved products are bought and sold. 


SIGNIFICANCE OF THE 
NATURE OF THS MARKET 


OUTSTANDING FACTS. : The following significant facts 


Should bew kept in mind in considering prices for petroleum 
products: 
(1) the pressures created by competition 
have in the past caused, and now cause 
(a) Constantly decreasing prices for 
(bd) Constantly improved products; 
(2) The market expansion at lower unit prices 
has led to the creation of a market composed of 
low income consumers; 
(3) The creation of a market composed 
largely of low income consumers has created a 
pressure on price to-keep it as low as possible, 
and has rendered the marketers of petroleum prod- 
ucts impotent to. arbitrarily fix and thereafter 
maintain high, arbitrary and unreasonable prices, 
all factors considered. 
This last fact requires but little explanation. 
RRROCT TOR sa HON BA BITRARY,” 3 “ID prices). wene fixed’ at 


UNREASONABLE PRICE. 
high, arbitrary and un- 


reasonable levels, many of the low income consumers would 
be ren@ered unable to purchase gasoline at all or to pur- 


chase as much as formerly. Such consumers would either 
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cease to buy or would buy less and, in consequence, con- 
Sumption would contract. The contraction of consumption would 
almost immediately result in the creation of a surplus supply. 
The surplus supply of gasoline would in very short ordsr force 
prices down. This would occur irrespective of the wishes of 


the marketers themselves. 


THE FUNCTIONS OF THE COMPATITIVE SYSTEM 


meme 


IN GENERAL 
Based on an analysis of what actually has 


happened and is now occurring, the functions of the con- 
petitive system has been and now are as follows: 
(1) To assist in making prices, 
(2) To effect price uniformity, 
(3) To effect approximately simultaneous 
price changes, 
(4) To render marketers imvotent to 
establish high, unreasonable and arbitrary 
prices and survive, and 


(5) To constantly improve commodities. 


THE MAING OF PRICES 


CONTENTIONS OF ATTORNEY : In his opening statement, the 
FCR THE CCMMISSION. 
Attorney for the Commission 


eel 


stated that when one "wants to find out what the price is 
of gasoline or the price at which crude oil is selling, 

he looks at" the National Petroleum News. iar igor ship 
will become a subSvriber of it from now until March or 
April, and we find when we look under tank wagon market 
Ghis,alGanada prices of, Imperial)Oil, iimited wer ylaperial 


gallon’ which is 1.2 american gallons, Three Star gasoline. 
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Ri Ls. Suunders. 522 
Now I do not know whether this is any more than just the 

prices of Imperial Oil Company. I have in front of me a 
document dalled 'I-servial Oi] Limited, ailerta Division, 
posted tank wagon and barrel selling prices, refined oil 
and gasoline! effective eeptember 8th, 1948. Now that is 
prepared by the Imperial Oil Company, but I will guarantee 
to your Lordship that if you want to find out the price at 
which the British American Oil Company or The Texas Comaany 
Paveellineg resular gasoline: ateGluny wine the Previnee of 
ALOeT ta. that all vyoutheave todo 1S to look at this sheet 
of paper and find that it is 18.2¢ although that is Three 
muerm Gasoline, the Imperial O11 Company's sasoline, and 
I do not know and do not care whether the Imperial Oil 
fixed the prices in Alberta, because as often as I have 
made that remark to them ‘You have fixed the price’, and they 
say, 'No, No. We fix the price of our own gasoline in 
AEUer La OU Geno Ouler area. t Phere ws the) bie iericies 
ADORED pOse tu Tells Towne big marketer to fix the price 
Ctr PeapeOplencane Clloweorn deviate Troms Boeiner li key 
butt have no grést doubt that if the British Américan O11] 
Company tomorrow morning decided to sell gasoline in Calgary 
not, say, at 16s but at 15s¢ that there would be what is 
known aS a price war on. The Imperial Oil Company would met 
that and so on, and that leads me into other considerations, 
that is at least the price at which gasoline is sold 
in Alberta by everybody who is selling stamard gasoline, aa 
and I say standard gasoline, we go to third grade gasoline, 
it doesn't make any difference. When you want to find out 
what third quality gasoline is selling for in Macleod by 
any company - no, I should not say by any company, I should 


say this, when you get into the third structure gasoline, 


aes : Go : ce | 
ee | : | 
: bait sae | on a | | 
Ba : : 
z Z a a : 
: , Be as an : 3 | 
. < ~ = . : 5 : 
: | - a ~ = a ~~ a = 
i | 
x hae % 4 ; | 
2 = : | | | 
: : = a 
z ee IG, | | 7 | | | 
; Eat 
— : : | 
a3 - ; | 
3 2 : | 
_~ . | . 
$3 = : 7 
| = = * - - . = 
: . ‘ A 
i "; : : : Es es ; , ; : : 
é t j : | | 
: | | = oo S i + ; . 
: ; re 
z a5 nat : , | 
: | =a 
| ; ie _ is 
A A . | : 
1 4 . 
z be 3 | 
cme a , . | | : 
Pa jon = | : 
- 2 he 2 2 7 isa re : ss , 2 | | 
2 : : | 
ae : | i | 
4 = fe 
| | 3 | | 3 | : : 2 . e = 
- . - ey tas = ; | : 
A r =s ‘ . os = : : : : | | | 
. | i ; ‘ . ee ie 
‘ ; _ _ | | } 
ae 2 = es al 4 a : Py, 7 | | | | 
5 ; a at a pe 3 : | | | 
: 4 & | 
% Be a : | | | : | 
ee : 3 * : - . 2 
. . ‘ e ; 7 
ae = ¥ 3 i oe : = x A 
aah) + ae ‘ | : | 
H Poet . ‘ | 
ae | . | 
. la | i ee | 
f : | : | 
5 “< ; 
t ey | | | | 
i 2 | 
- a | | 
. 2 


-10,000- 
R. L. Saunders. 


we find that the smaller refineries like the Lion Refining 
and perhaps also the Gas and Oil Refinery, that there is no 
great adherence there; there is no firm adherence to the 
Imperial Oil prices when we get into the third structure 
gasoline, but all 1 want to impress upon Your Lordship is 
that with respect to branded gasoline it is the price 
that the Imperial Oil has fixed for those two kinds of 
gasoline which is the going price and the only price at 
which those two kinds of gasoline by whomsoever they may be 
made are sold in the Province of alberta and those two 
prices in Calgary today are 164¢ for 70 octane gasoline 
and 19¢ for the Ethyl or 76 octane gasoline. 

Later on, the attorney again stated: "Now I 524 
only have one or two more points to discuss and that is: 
the fixing of the price and how it comes about that the 
price is fixed in Calgary today at 1643¢. That in a word 
is what the Commission has to do, but = propose am# perhaps 
can tell you what experience we have had with the oil 
companies to date in discussing that price. If you ask 
the Marketing Vice President of the. Imperial Oil Comp ny 
why the price of gasoline in alberta today has been fixed 
by his company at 16s¢ or 15¢¢ is really what he gets for 
it from nearly everybody, he will say that it is fixed by 
the cost and competition. That has been the universal 
answer which I have obtained from Mr. Halverson, the Vice 
President in Charge of Marketing for the Imperial Oil 
Company, over a good many months. Now I propose to ask 
Mr. Halverson to break down that price of 16.5. tf think 
this Commission can accomplish nothing until it first knows 
why the price is 164¢. Why it is not 193¢ orwhy it is 


not 124¢? Why is it just 163¢? Now that is the only 
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important price in the Province of alberta today because 
@ll other prices are ‘Calgary plus freight' so our whole 
Enquiry upon price is going to center around l6$¢ wh eh is 
the posted wholesale price of gasoline in Calgary today." 
CONTENTIONS OF > Implicit in the remares of the att~- 525 
THX4S CANADA. ; 

~ “ee Crecy tor the Comm] ssion" igean 
underlying theory that the Imperial Oil Comsany arbitrarily 
fixed the price at which gasoline is 30ld in the Province 
of Alberta. He seoffs at the idea that competition has 
anything to do with the level of prices at which goods are 
sold. 

We have already pointed out that the forces of 
competition are at work in each specific local market am 
that they are alsc at work as between and smong markets. 

The experience of the petroleum industry has been such that 
enevcanr conclude “that sascoline prices are in fact made by 
competitive and economic forces and that the level of prices 
established in that level set by the seller of importance 
("Importance" being used in the sense of ability to attract 
business through price reduction) who maintains the lowest 
prices in the market. Because, as we Shall later point out, 
the competitive system effects ultimate uniformity of price, 
all marketers in a given marketing area are forced to the 
lowest price level established by a seller of importance in 
that market for commodities of practically equal quality. 
The factors which enable this lowest prices seller to 
establish the level of prices are, of course, economic in 
eharacter. The supply of goods in the market in relation 


to the demand is, of course, an extremely important factor 
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in this connection. 526 
SUPPLY AND DEMAND 


ECONOMIC PRINCIPIEB. 
It. has been stated that "when the 


quantity brought to market exceeds the actual demand it 
cannot be all sold to those who are willing to pay the 
whole value of the rent, wages and profit (or interest) 
which must bo paid in order to bring. it thither. «Some 
part must be sold to those who are willing to pay less, and 
the low price which they give for it must reduce the price 
of the whole. The: market price will sink more or’ less 
below the natural price accordingly as the greatness of the 
excess increases more or less the competition of the 
sellers. 

The natural PVUCe we Ulererore ys qariowlt 
were, the central price at which the prices. of all com- 


modities are continually gravitating. 


I would like to introduce now 
another Exhibit, and I am sorry that this chart has not 
come up as clear as it ought to. 


(CHART IN QUESTICN IS NOW 
MAPKED EXHIBIT "364". ) 


Q MR. MACLEOD: What page is that? 
MR. FRAWLEY: Chart No. 45. 


561 
COMPARISON OF MID-CONTINENT ) #0 thy Ol saOurSse plinien st 
AND CALGARY PRICES. ; 
eee bet ie he dt Das, ye) Seid eand sundoubied Ly 
will be said, "What has the price trend in the Mid- 
Continent got to do with the prices in alberta?” That, 


of course, is a pertinent and relevant question, and in 
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order to answer it we have recently compared prices 
prevailing in ee during 1936 with the ::id-Continent 
refinery prices prevailing in that year with interesting 
results. From the attached chart you will note that 
price movements in Calgary have followed substantially 


the. price movements in the f.o. b. Group 3 market. 


now, I make no claim that these 
tank waggon prices follow exactly the identical trends 
Of these veriois grades of gasoline in the Mid-Continent 
Srcawevuldulis the 67 to 8O octane. 

Q May I interrupt for one moment. My Lord, preceding this, 
Ee you will lock in the original book, preceding this 
there was a study of the price trends in the East Texas 
field, which we have omitted. ‘Ye thought you would not 
Gere) torhear it. We could, of course’, nut 1t injac you 
wish to have it. You will see from what Mr. Saunders 
just read that he refers to the Mid-Continent. 

THe CHAIRMAN: That is in our book here, Hast 
Texas. East Texas is chart No. 42 in our book. 

A I beve not got it here, Your Lordship. I looked it up and 
it seemed cumbersome and it would be just cambering up 
the record. 

Q This is Ohart 45? 

A Yes. 

Le DL ie 

MR. FRAVIBY: It is:difficult, ofcourse; 

not having it before us, but Dr. Fry and Ilr. Cottle think 
that that might be useful in the study of price trends in 
Bast Texas. Ii 2tiis theresht is ohiy a matter of putting 
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L. Saunders. 


[I have not got it myself here. 


You have not got it hefore you? 

No. 

Mr. sacleod has it? 

I have it down at the hotel. 

THE CHAIRMAN: Well, there will be no objection 
to getting that if Mr. Frawley wants it? 

I have no objection. 

We will file this as Exhibit "364" in the meantime and if 
you want the other you can get it at the noon-hour and you 
Wate bad Le 

i will put it in right after the lunch period. Now, this 
is Pratt's oilgram for the Oklahoma refinery market. 

This isthe tank waggon price at Jalgary ex tax 


for the months of that year. 


(Page 10,005 follows.) 
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RELATION OF GASOLINL PRICES : Ordinarily crude oil 


TO CKUDL PRICLS. : 
>; and gasoline prices 


move in substantislly similar trends. However, is 
September 1930, the posted prices of crude oil in 
practically all fields in ths United States at the re« 
quest of the United States Governnient were set at gl 
or related prices per barrel for standard grades. This 
temporarily caused a tremendous disparity between erude 
and gasoline prices, as the foregoing charts show. The 
gasoline price did not reach the crude price parity un- 
til June 1925. But the posted crude price did not tell 
the whole story. Prior to about march 1965, the tremen- 
dous overproduction in ast Texas caused many producers 
to sell their crude at substantially less than the 
posted price. There are no accurate statistics to show 
precisely the range of these secret sales. It is known, 
however, that hot oil was bought by some refiners for as 
low as 45¢ while other refiners, including Texas, were 
paying jl. As a consequence of the fact that there were 
two crude prices actually in effect in this period en- 
abling hot oil users to sell gasoline at cost recovery 
prices for substantially less than refiners paying yl. 
for crude could sell gasoline at cost recovery prises 
the tendency was to keep gasoline prices depressed to 
the level of the low cost hot oil refiners. | 
Two crude prices, nS 
therefore; resulted in one low gasclinue price. £5 a 
consequence of this, there was much agitation for action 


to bring gasoline prices up to a parity level with dol- 
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lar crude. The significance of this fact is that the 
gasoline price was, in fact, made by the hot oil re- 
finers in the period prior to the time when hot oil 
was brought under control. This is another way of 
saying that the gasoline price was depressed by the 
overproduction of crude and the consequent oversupply 
of gasoline. 

Practically at all times 
there are some refiners who are able by private dicker 
to obtain crude oil at less than going posted prices. 

It has been estimated that approximately 10% of the crude 
oil produced in the country is sold at less than posted 
prices. The crude oil thus sold enables the refiners 

who buy it to sell their refined products at less than 
cost of Soy ton of refiners who do pay posted prices. 
This situation becomes more pronounced in times of over= 
production and invariably the refinery gasoline price 
drops to the level of the price at which gasoline is of< 
fered by the refiner obtaining crude at less than posted 
prices. 

There are nlany students of 
gasoline markets who contend that ths buyers of the crude 
sold at less then posted prices are, because of their 565 
favourable cost posifiion, the makers of prices when sup- 
ply and demand are in balance. 

THE PARTIES INVOLVED : ‘jnother factor in price 


IN PRICE s.AnTNG. ‘ 
:making which has a direct relation 


to supply and desiand is the fact that it takes tWo 


parties to make a price. 
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Price is value in terms of money that a buyer not bound 
to buy will pay and a seller not boung@ to sell will 
accept. Thus when prices of gasoline are at a level 
beyond the ability of low-income consumers to pay there 
is a definite contraction in consumption as there was 
an ilberta in the years 1921, 1932 and 1923. ° Gon-~ 
traction of consumption creates an oversupply in the 
market and the oversupply in turn causes prices to 
drop radically. 

And then I would like to 


introduce in evidence here this chart at this time if I 


May e 

THE CHATRMA 0; Chart 46, Exhibit "S65". 
(CHART PRODUCLD HERE MARKED 
ASP UR LTRS Gon 

WITNESS: From the chart it will be 


observed that this is the price activity in Alberta dur- 
ing the contraction of the market in the Province in 
the depression years. 

In this connection it 567 
has been said that purchasers are not deprived of in 
fluences on prices and that the purchasing side of an 
Open market is at all times free to exercise and does 
exercise its formal influence in the normal way. In 
other words, if any would-be purchaser finds that the 
price is unsatisfactory, he can rofrain from buying 


and by that act indicate that he would like a lower price. 


This, of course, is but an element in the mechanical 


working of the law of supply and dewand, for if the buy~ 
er. refrains from buying, demand is contracted and a@ sur- 


plus of supply results. By refraining from buying, the 
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buyer indicates tnat he would like a lower price. If 
others of the would-be purchasers have Similar 
Opinions, the result would be that the nass of the would- 
be purchasers will either refrain entirely from buying 
or will buy so much less that the sellers will feel the 
result of the pressure and lower their price. There is 
no question that this occurs constantly in the gasoline 
markets of North American. 

ECONQMIC FORCLS AND PRICES.: It is not our contention 
ae ” that any single factor makes 
prices. frices are the result of a combination of many 
complex activities. Our difficulty is that we too 

often try to state these complexities in simple teras 268 
and conclude that the prices are made by costs plus 
profit or that prices are nade by the force of con- 
petition, or that prices are exclusively the result of 
supply and demand or some other particular item sel- 
ected from the whole field of complex actions and re- 
actions. I have stated above and endeavored to denion- 
strate that the explanation of the refinery price trend 
in Group 4 for the period from October 1964 through 
December 1936 involved various facts and events which 
took place during that period. It would be impossible 

to specifically explain causes of price activity and 
nie for any period of time without the same sort of 
exhaustive study, but if we must for lack of time en- 
a@cavour to explain price making and price trends we 

would be compelled to say that prices result from costs, 
profits or losses, competitive forces, other economic 


pressure, such as supply and demand, volume selling, 
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volume distribution and ultimately the pricing of 

goods in such 4 manner as to enable sellers to sat- 569 
isfy the wants of buyers. Some of these factors we have 
already discussed and we shall now turn our attention 

to the others. 

BFFGCT OF PRICES IN OND iid KET ; However, before econ- 


UPON PRICES IN saNOTHLR. 
Slidering some of the 


other factors always at work in a competitive market 
and in further illustration of my previous statenent 
that prices in one market influence, in fact, prices in 
another market, I wish to call attention to the trends 
of crude prices in several producing fields of North 
American, incluging Turner Valley, and the trend of 
gasoline prices in several cities of North American, 
including Calgary. 

Because of local economic 
conditions, trends are not identical. General conditions 
however, make trends substantially similar. 

MR. FRAWLuY: . It is table 45 and Chart 

49. How about chart 47 and 48°? 

i have not got them ir. Frawley. You would have noticed 

my hesitation for a minute, I was a little upset because 

I did not have them, but I have not got those, 

THE CHAIRMAN: You are offering table 45? 

Table 45 and chart 49. 

Do they go in together, would they be one uxhibit? 

I should think not in this case, your Lordship. 

TH GHATINWAN: Then Exhibit "666" will 

be table 45. ay RHA Mb/s 
(TaBL PRODUCE DBY THS WIT- 


WiSS HK MARKED 3S BRHIBIT 
1366") « 
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WITNESS: This table simply shows 

both in United States gallons and in Imperial gallons 

the annual average service station prices for gasoline 
including taces for various cities in the United 


States for the years 1920 to 1938 inclusive. Now I would 


Bn ok ht 
MAJOR LIPSET?: Just one moment. 
THE CHARA N: We have, in our book, we 


have tables 47 and 48. 


HR. MACLiOD: Charts. 
THE CHATIACAN : Charts, I mean charts 47 
and 48. 


That is true your Lordship. I did not introduce them in 
evidence because at the time I left New York I did not 
think they added anything to demonstratc this price trend 
of what I have here and now I have not those charts in 
Calgary. If on the other hands,there is no reason why at 
some later date Mr. Nultaberger cannot introduce them if 
you would like to have then. 

THE CHaTkiva i; I think they might be use- 
ful in the whole picture. we have heard much of these 
areas you know, in Other parts of the evidence. so if it 
ia convenient, if you would send them on Mir. Nultaberger 
Gan put them in. 

MRe tSCLIOD: I understand you have the 
charts in the small size but not in the big size. 
WITNESS: I have not the big size and 
I think the Commission would like te have the large size 
to conform with these here. 


THE CHA TRA N: Yes. 
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vr 
buRe LiaCLEOD: Then in that case they 
might be marked in order now. p 
WITNESS: You might mark the small 
sized ones. 
THR CHALH. AN: M66, 12 you will give us 
the small size we will put them in in the meantime. 
WRe BACLEOD: It night save time if 
numbers were reserved for these. You have them and Wr. 
Frawley has a copy. 
THe CHATIiw AL: You will get these charts at 
noon Will yous 
MRe FRAWLEY: why not take the ones you 
have given me. 
THE CHAIRMAN; Then we will have in evidence 
what you want. 
WIT 255: hire suacleod, why not take the 
two small charts thet you have in your books. I am sure I 
have duplicates. 
TH» CHATHMAN: You can see how you can work 


it out during the lunch hour. 


(The inquiry was here adjourned to be resumed at 2 P.ii.) 
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RICHsrD LOLSCH SAUNDERS , 
having been recalled, examined by iix- hiacleod said: 
hike iu CLEOD: we have the two Lxhibits 
which did not go in this morning. 

TH CHATEoAN; Oh yese 

WT NESS: I would like to have 
marked as an Lxhibit the posted price at the well of 
Gulph Coast, Texas ond Louisana crude, on one chart--- 
THE CHALTRial; we will take that one 
first. 


(CHART PRODUCED HERE MAID 
AS EXHIBIT "367"). 


THE CHA luis: And that 1s called Chart 47. 
Q MRe FRAWLLY: Is that Chart 47? 
A Yes, and likewise a companion chart to that which is the 


Chart which I designated as 4%. 
(CHART NUMBER 48 PLODUCED BY 
THE WITNESS Hens wAREED AS 
EXHIBIT "368"). 

WITNLSS : And then it was suggested 

this morning that these charts, I would like to introduce 


this chart, another on the Hast Texas, and have it intro- 


duced. 
THE CHALIiAN; Oh yes, that will be Exhibit 
"Zo", 
(CHART PRODUWED HERS iiARKED 
AS EXHIBIT "Z69"), 
WIT MLSS : It is marked as chart 42. 


Then I would like to introduce in evidence this chart 
which carries, the large chart number 49. 


(CHART PRODUCED HERG MARKED 
AS EXHIBIT "370") 
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WITNESS: This chart is simply in- 
troduced=--~ 

Mike FRAWLLY;: How about chart 48. 

THE CHAIRMAN: That is Exhibit "368". 


Your chart numbor 42 is Exhibit "369", t hat is the Last 


Texas. 

MR. FRAWLIY: Yes, that is the one we have 
not got. 

THs CHAIRMAN: and then the last is Exhibit 


WorvU™  conart 49,7 

The purpose of introducing this chart is simply to show 
that over a period from 1920 to 1928 there has been a 
corresponding trend in service station gasoline prices 
EX. taxes in the principal cities which are «numerated 
on the chart.» The trends are not necessarily identical 
but there are similar trends, Calgary as an example 


against New York, indicating a downward prise of the 


commodity. 
PRIC: LixiDERSHIP, when a condition of this 6574 


kind exists, it seems patently clear that prices are not 
the result of arbitrary dictation of any marketer, even 
the dominant marketer in a single market. The dominant 
marketer as well as all other marketers are subject to 
the economic influences at play. 

One of the popular fal» 
lacies about price making in the petroleum industry is 
that there is something sinister about this matter of 
market or price leadership, that is to say, about the 
fact that the dominant marketer, the marketer who has 


the largest percentage of the business in a given mar- 


a 


~10,014- 
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3 
ket, usually takes the lead in making price changes, 
and that when he does take the lead other marketers in 
the sane market follow. 

The Attorney for the Conm- 
mission in his opening statement indicated that he 
indulged in this popular fall«cy. 

But this is a perfectly 
natural phenomenon when it is considered that the 
dofllnant marketer not only has the largest percentage 
of business in a given market, but also engages in the 6575 
most widespread activities in that market. As a 
result of these two facts the dominant marketer would 
be the first to feel the effect of the economic forces 
at play in price making. In taking leadership in price 
Ghange, he cannot disregard the economic forces at work 
and cannot assume an arbitrary jurisdiction over prices. 

This., it seems, is all the 
more apparent when we consider that prices in Canada bear 
a relationship to prices in the United States except in 
periods of unusual and highly localized marketing cons 
Gitions in Canada. Prices in Canada, Alberta and in 
Calgary usually rise and fall, perhaps not precisely at 
the same time but nevertheless in due course, with the 
price rises and falls, caused by general economic oond~ 
itions, in refining areas even at fur distant points. 
Further, the existence of a surplus supply of gasoline 
Me the United states often has its effect upon the 
prices at which gasoline is sold in Canada. When this 


surplus in the United States exists, it is perfectly 
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clear that if any marketer in Calgary or any group of 576 
marketers should attempt to arbitrarily fix the price 
for gasoline in alberta at an excessively high, un- 
reasonable and arbitrary level, two things would hap- 
pen. First, there would be ae curtailment of purchases 
in the alberta market because of the limited buying 
power of a large number of gasoline consumers. This 
of itself would establish a surplus of gasoline in 
Alberta and the surplus would be marketed, if at all, 
only by a price reduction. Second, the surplus of gas- 
Oline in the United States which itself could find a 
market only on a low price basis would seek the highly 
profitable market in Alberta and in short order such a 
situation would force Alberta prices downward to the 
reasonable price level established by the law of supply 
and demand and other economic forces. 
To illustrate the fact 
that dominant marketers themselves recognize their in- 
potence to fix prices, let us consider the situation in 
the States of the United States in which the Standard 
Oil Company of Indiana operates. This area consumes 
more gasoline than any other large area in the world. 
It is composed of the States of wichigan, Wisconsin, 
ijinnesota, Indiana, Illinois, Iowa, Kansas, ijissouri, o77 
North Dakota and South Dakota. On September llth, 
1924, the Standard Oil Company of Indiana announced 
the policy that its normal service station price in 
each stlalLl market throughout this vast area would be 
computed by taking the average of the high and low spot 


market tank car quotations in Group 4 as published in 
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name trade publications and tu that add freight from 
Group 3 Oklahoma to the point of sale by Standard of 
Indiana, plus 53 cents, plus taxes in the local market. 

The spot market referred 
to in this announcement was a free and an open market. 
The prices published in the trade publications were 
the prices paid by jobbers and consumers for gasoline 
purchased in tank car quantities on a spot basis in 
Group 4. Standard of Indiane has nothing whatover to do 
with the making of the f.o.b. Group @ prices in this 
spot market. It didn't even have a single jobber sell- 
ing its produeots who was buying gasoline in that mar- 
ket. Its policy, therefore, was a complete recognition 
that economic forces in a free and open market were far 
more powerful in the fixation of prices than the dic- 
tates of Standard’s own management, and that the 
Standard was impotent to do other than follow the free 
and open market as a base for retail price determina~ 
tione 

It is interesting to con- 578 
sider also the fact that Imperial does nothing to 
establish prices in the wid-Continent Group 3 oarket 
and yet Group 3 spot market prices, as we have shown, 
have an effect on prices in Calgary. 

In this same connection, 
it is interesting to note that the Gulf Coast cargo 
price is recognized as the base price for gasoline 
practically throughout the world. 

So it secas that we can 
disregard this fallacious idea that market leadership 


is based in any way upon arbitrary dictation of prices 
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by a dominant marketer. 
warket raiding is 

another characteristic of competition which illus- 
trates the dominant marketer's impotence as well as 
his loss for the time being of price leadership. | 

Very often the dominant marketer in a given market 
is compelled to meet lower prices established by a 
competitor. The establishment of the lower prices by 
a competitor ney be due to various causes. He may be 
endeavouring through price inducement to increase his 
volume of sales, or he may have been able to buy a 
quantity of gasoline at the point of manufacture at a 
depressed price level, a price that is lower in many 
instances than the actual cost of production. If he 
has been able to do this he is able to under-sell the 
dominant marketer so long as the supply of this dis- 
tressed material lasts, unless the dominant marketer 
meets his price. Of course, market raiding of this 


character is a circumstance which must be taken into 


account in the competitive system. A dominant marketer 


if he is to retain his sales volume, is utterly power= 


less to do so unless he meets the lower price. This 
lack of power to maintain volume forces him to meet 


the lower price. 


This brings us to another 


of the popular fallacies often indulged in concerning 
gasOline prices; the fallacy that price uniformity is 
an unnatural phenomenon. 


PalCGa UNIFOrsITY. 
It is sometimes assumed, and the 


Attorney for the Commission has indicated that he in- 


579 
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7 
dulges the assumption, that because all sellers in a 
given market charge precisely the same price for a 
like quality of gasoline cither the dominant market- 
or fixes that price and other marketers blindly 
follow or that the uniform price is the result of an 
agreement anloneg the marketers to sell at that price. 

[ “al nov 2cine to dwell 

for long on this fallacious assumption. economists 
for centuries have agreed that when a competitive 580 
market exists there ultimately can only be a single 
price for goods of approximately the same quality. 
In his testimony in the Sugar Institute Case Professor 
ie Re 4. Seligman, one of the leading economists of 
the world, testified that this fact was unanimously 
recognized by all economists no matter what the 
SOLOPMOLeUNO OM ce Lilies: (Frace, UNnLTormi oy, ne usa io, 
was one of the evidences of competition. 


THE LAW OF UNIFORMITY. 


eeSere ene ee re. 


This economic law of uniform 581 


ity is as follows: 
(1) Aa open market where applied prices and 
price changes can be known by competitors at 


all times in the essential basis for perfect 
competition, and 


(2) In a perfectly competitive market prices 
always tend to uniformity. 


There is nothing peculiar 
or singular about this. In his testimony in the case 
of United States vs. Standard, Indiana, et al., Sidney 
Swensrud, an economist particularly well acquainted 
with the economics of the gasoline market, testified 


that almost invariably the same prices for the same 
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grade of gasoline in the sane locality was found to 
exist. He stated it was due largely to the fact that 
buyers of gasoline were particularly sensitive to 
price and to the widespread dissemination of price 
knowledge. Service stations are close together and the 
motorist easily becomes exceedingly well acquainted 
with all prices charged for gasoline in his locality. 
If the prices of one station are lower than another, 
thé motorist is inclined toward the lower price. Con- 
sequently prices at all stations tend to conform to the 
prices quoted by "the lowest price” marketer in that 
marketing area. If this were not done the marketer en- 
deavouring to maintain the higher prices would invar~ 
iably lose volume. 

if the low price thus: es= (ose: 
tablished is unprofitable, and the marketer endeavors to 
raise that price, he will be able to accomplish his pur- 
pose only in the event other marketers promptly follow 
his lead. 

If others follow, price 
uniformity results. If others do not follow, the market~ 
er who first raised the price must Lower his price or 
lose volume. When he lowers the price, uniformity again 
results. 


SALES QUOTAS AND : As 1 have already explained, practically 
PRKICG CHANGE. : 


os 


all competitors of any consequence 


systematize their marketing activities by adopting sales 

volume quotas, i. e-, the amount of gasoline they expect 

to sell in a given market in some future fixed period. 
This quota of cont enplated 


demand is the amount of material that the manufacturing 
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department is geared to manufacture. This planned 
balance of supply with demand is a factor in price 
which cannot be disregarded in considering the nat- 
ter of price uniformity. The mechanical working of 
this planned systematized marketing and its effect 


on price can best be demonstrated by an example. 


(Go to number 10,021) 
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Let us assume that Imperial raises the price in 
Calgary 2¢ a gallon. Let us assume further that Imperial 
is the ¢ominant marketer in Calgary and is known in that 
marketing area, whether it be true or not, as the market 
eaters Vahemmimperial. puts thish tnerésse into jeffect eit 582 
immediately places all its competitors in a position 
economically identical to the price) cutters... lf) Gexas of 
Canada, therefore, does not increase its price to Imperial's 
level, Texas of Canada may draw a greater volume to its 
stations than its merketing plan contemplates or that it 
desires. This volume will be drawn from Imperial's stations. 
ore Ssenstiiviny of othe  Tlow vor gasoline (to iprice /insures 
this movement. If Imperial can stand the loss of this 
volume thus being drawn away from it and continues ta 
keep its prices higher than Texas Canada's marketing price., 
then Texas Canada will obtain more and more volume. 
Ultimately the volume will reach a proportion considerably 
Lo rpeernthan sexes or Canada will be, geared to handle. 
Tuiis drawing of volume to Texas Canada's stations from 
Imperial"s stations will place Imperial in the position 
of possibly losing so much volume that Imperial'ts pdanned 
quosa, of thetmearket wit) be in danger. 

"Then Texas of Canada gets more volume than it ig 
geared to handle, it must do something to reduce that 
vyoLune.! Minewthing it mist dovis, Inerease, Us! price: to 
Imperial's level and that is precisely what it does do. 
Price uniformity between Texas of Canada and Imperial then 
results. Or it may be that Imperial, seeing’ too much of 
its volume béing Lost, will discontinue’ its efforts to 584 
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Texas of bBanada's evel and in this instanee also price 
uniformity results. 

A price reduction by a marketer such as Imperial 
creates temporarily for Imperial, if the reduction is mt 
followed by its competitors, a situation where Imperial 
will draw volume from its competitors. Price reductions 
are usually initiated because through the operation of com- 
petitive and economic forces the initiator is losing volume 
or has been losing volume and desires to restore that volume 
or desires to maintain the volume it has or inerease its 
volume. The price reduction in such a case is a competitive 
weapon used to acquire volume a company has planned to 
Obtain in a given market. More often the price reduction 
is caused by some economic dislocation that disrupts the 
existing price structure. 

In any event, if Texas of Cunada does not follow 
Imperial's lead in the reduction, it will lose volume. If 
it loses too much (that is to say, so that its volume thus 
reduced is less than it planned to have in the market 
involved) the only method to get the lost volume back or to 
retain the volume it has, is for Texas to meet Imnperial's 
meaquceds orice. sine, result again is price unitomitzy. 

Or perhaps Imperial, through the price reduction, acquires 585 
all the volume it planned to obtain by the maintenance of 

the lower price and, in conscquence, raises its price to 
Texas's level. Again the result is price uniformity. 

Now it may be asked that if this is one of the 
explanations of prise uniformity, why is it a fact that 
there is uniformity of price in alberta for house brand 


and premium gasoline while there is a difference in the 
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R. Le Saunders. wan ae 
prices at which third grade or the lowest quality gasolines 
are sold? There are two patent explanations. First - 
there are several different qualities of so-called third 
grade gasoline in the Alberta market. Miese, UltTec= 
ences in quality warrant differences in price. Second - 
price uniformity is a natural consequence only when price 
differences resylt in a flow of business from the higher 
priced marketer to the lower priced marketer. In Alberta 
the consumers of the low quality gasolines are very limited 
in number and buy @ limited quantity of the so-called third 
structure gasoline. Partronlarciy Veet biPsairiesoruunie 
bottom grades. As a consequence, the low priced competi- 
tion for this definitely inferior material does not 
stimulate a serious flow of business from the higher priced 
competitor to the lower. in Such & caseethne higher priced 
competitor naturally disregards the lower price charged for 
Wheat tne, nieher priced competitor considérs .aldelinitely.: Boe 
inferior product. 


SIMULTANEOUS PRICH CHANGES. 
It may also be asked why, 


td 


IPPthe quetalplanvof marketing is one of the explanations 
for price uniformity, price changes are praatically 
simultaneous. The explanation is this: 

ixperienced marketers in the competitive merket 
know that consequences above explained flow from non- 
uniformity of price and therefore price movements of com- 
petitors are likely to be and usually are contemporaneous. 
This is true because a competitor will not allow too much 
yolume to start his way by keeping his prices too low in 


relation to prices of other competitors, nor will he permit 
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R. L. Saunders. 
its flow to start away from him by keeping his prices too 
high in relation to competitors’ prices. AS a consequence 
of this knowledge, practically all experienced marketers 
have a definite fixed procedure for price changes. They 
usually authorize local managers to meet price changes either 
up or down when a competitor in a given market initiates 
a change in price. If the price change initiated covers 
a widespread territory, meeting such a change usually 
reguires the approval of an executive officer. In any 
event, matters of this character aré handled with dispatch 
and are usually given preferred attention; the risks of 587 
failing to meet a competitor's price change are balanced 
against the advantages of doing so and action is taken 
accordingly. 

An additional factor to consider in connection 
with simultaneous price increases and reductions iS the 
fact that often elements of fixed charges such as the price 
of crude petroleum, wages, taxes, freight rates, and the 
Like’, change, affecting all competitors alike. In such 
eases, practically coincidental price change results. 
UNREASONABLE PRICES : It might be argued thet.if me 
GENERALLY IMPOSSIBLE. : 

above example demonstrates the 
mechanics of price uniformity in the petroleum industry, 
unreasonably high prices might be maintained. This argu- 
ment is not sound. If the effort were made by a competitor 
to maintain unreasonably high prices, all other competitors 
in the market would not follow. Furthermore, and more 
important, because of the competition existing between and 
among markets, newcomers would enter the market, and as 


a consequence the maintainer of the high and unreasonable 


Re 
Reais cy 
wy 
\ 
4, + 
1G wtp 


‘ 
has 
ANT 
"p 
Fog is 


on 
boa 
toi 
ars 


I 
, 


ces ea 
a Heelies 
AO ES ve ean 
‘ k Lexe bag = 
. hielo , . f aa 
See Wa ier he NG ' pe te : tae, Se Sabet! books tare 
am ' fo ec as ? exe } +78 ‘ Reis 
; U urs Dee 
oc os , . y re t . ' 
: : Cy owe aati Tong ay ” pe : 
a c oe re ay 5 y i 
uns : La 3.5 A nd ry , 4 ais ayn 
La ae era ’ :, i ce ade i Toe 
erp et i Se 3 ‘ a: / 5 ‘ “ 
oe, * : y : . { ae A F ; 
z % = | a i ' ES ae 
, . x ; 
Bios Meal wage ih *} > yeaa ' (Re Ser - sega olla 
3 ' 5, as : ? 
ue é ae eo ON : - ree . : 5 7 ; ‘ ‘ 
: si . A wea nat nae t ' % esa k . 2 = ai 
a hi e “ = ets 1 a ; a 
=)8 : ate) a ) ' oe : iD ae 
Site Bh etnSe is eye) i aes é oalag - b 
less soe os baa ay ' sae - ns tens Q 
; { ao Ronee ery : - Romero ee - me 
5 ’ sia Swe aE aig ak tag : aes Ss ea ete aed eRe 2 : 
. LY cy | OP a) Hayy 
Orie 
, - ay) oe ' OMEN sas a ’ 4 
cf . pe ant qi t iJ ; th ay ate! t : Dos : : Fi 
z “ ta 6 2 Es a ' . 
ony. ao M: ee ‘ : 
Se CL ne i ate an 5 ‘ yas Bao) its 4 LS 
» c 
“sp t,. 7 84 S ee 2 es ) 
eG, glk. Tae ae & i se : ie es pt . : i ect mes acy 
- : ws i t < ; os wie S 
Do ny oP e i) pe as ye Paso) EU as z re ¢ p e & 
. = ¢ fo Cones t i} ‘ iB 
aes ch 4 ace 1 2 oP Ae CH 
oe ' 4 } : I : 7 
on fie = en € 
egy Fi 4 eae ae ca eee 7 
tial it he an ee acomn + ee te { She 8 
4 ese. he ae " ey f 
: te ie an) eee titeek RS NT ack P , 
i aie eke oy ee ea ha Aten ey a Sak r = ie : : i 
mM te : Fan, Oe 
0 p : 4 a r sty. : ‘ . 
ah te ane 
; 5 : \ 
ot - - . 
: ) . a ‘ é 
: met g i : : bs 
Reelin : “at } Pettis oe 2 : 
nay ate é 4 . : » Cys Besa 
tT. boty, -° 72 5 
doa e Baee A i ‘ . : = V4 i: = 
: : & ? 
. ; sa" a ae i oo = 
1 . HY : } 
erat eae Raya nite . 
: . ra 5 
rae dost 1 tf : * 
Ura a a t 9 ; Z, x rash ts 13 c _ 
rales ed eas cba a ee 
Ae hoes 
oa vorbis | ceils Ui aeetanes ae ‘ : F 
. Ries aes: eee al snron ec sy “ : - , 
6 “ = ates 
’ ea onan 2 Bas ra 4 Baha  oeetry erst enes , 
te Sets . i ' ‘honile Veet + 
“er h, > 3 ; : i 
. ye cas . 
Ale sey 2 Cay eset of ¢ 
: she ree aly t te : { . we = ; 
Fe h ‘ ‘ Es j yi voy fle . 1 a malts 
t : ies Seen Cay ual : lie ‘ 
a . 1 ai ie ee 1 4 es me ‘ 3 e . 
. - . Ak if Lies ; aa . 4 
7 s Te ayk yey ng i Sh ond : 
¥ ; oat a eye : f : 
. ‘ y ’ ' at . : ’ + . te ° 
' x ' 
- F 2 i {: ’ a . . a . 
Bre ys a erie ' i ry rt c i bute 
Ie a ; Seat i oe Cay 


-~10,025- 

L. Saunders. 

price would be compelied to reduce the price to a lower 

key 3, 

Experience in the petroleum industry has taught 

that if a marketer controlling even less than 1% of a given 
market makes a sufficient reduction in price to start the 588 
flow of volume his way, he can compel marketers controlling 
large volume to meet his price. This is an everyday 

occurrence in the petroleum industry. 


SELLER'S IMPOTENCE TO FIX A HIGH, ARBITRARY 
__AND UNREASONABLE PRICE AND SURVIVE 


COMPETITIVE SYSTEM > AS we have pointed out, competition 
AND NATURAL PRICE : 


a 


ee results in a natural 4s dist ingeutsked 
from .ean artificial price. This natural price in normal 
times; "as distinguished from times of depression, 1374 
reasonable price, i. €., a price which will enable an 
efficient operator to make a profit from the operation. 

If it is not possible under such a system to establish a 
Kishi vanpitrary end artipicial pri cejasvarpenérealimauuen, 
would it be po sible for the marketers in Alberta to sell 

at high, arbitrary and unreasonable prices? 

BFFECT OF PROXIMITY OF ; Alberta is adjacent to the 


ALBERTA to POTENTIAL SUPELY. 
; natiom producing over 


nt ce! te en one Ort oe ee etre 


60% of the world's exude petroleum. It is adjacent to the 
country that manufactures and consumes by far the largest 
quantity of gasoline produced anywhere in the world. 
Refineries are located in pragtically all parts of the 

United States, many of them being situated in "Yyoming and 
Montana. ‘syoming and particularly Montana are normal 589 


supplyeereas for Alberta. If prices in alberta were fixed 
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R. L. Saunders. 
at high, arbitrary, artificial levels, alberta would at 
once become a more attractive market for gasoline. produced 
at the refineries in Montana and ‘Yyoming and perhaps even 
at more distant points, depending, of course, upon how 
high the price was driven. United States refiners seeking 
more profitable prices than they were obtaining in the 
United States markets would enter the alberta market if the 
prices there were advantageous, probably on a large scale. 
It is quite possible that Alberta would suffer froma 
veritable deluge of gasoline. Its market would be over- 
Supplied. The oversupply in due course would in turn 
drive the prices downward, for reasons already explained. 
It Might be contended that the United States refinery areas 
are too far removed from the alberta market to make such a 
result possible. Experience in the petroleum industry, 
however, has been such that the fallacy of such an argument} 
can be readily demonstrated. 
EXPERIENCES IN THE ; Because of the very keen competition 


PETROLEUM INDUSTRY. 
extant in the petroleum industry 


throughout continental america, the industry's experience 

has not been such that there has been in the past a flow of 
surplus products into a consumer market because of the 
existence of a high, arbitrary and artificia] price in 590 
that market. 

SIMILARIW OF CONDITIONS 

EXISTING HEN REFINERY > However, practically identical 


PRICH: IS LOW. 
relative conditions have 


eee ee OE — 


een nee! 


existed when there has been an oversupply of gasoline 
‘and consequently a depressed price at the source of 


manufacture. 


. 
* . pees : =A — ha, 4 : , 
a “ , oe a : i 5 3 . e5 2 as 3 : 
= 4 : _ om . = ee f - : mn? : "4 4 2 
- x R m ’ we henee A oa nd - Z x 
Sue ,, - ss . é i 5 =" z . -*< a 
2 aoe 5 - oie ae : ; f ; : a z x 
a + = Zs = a ae eres (y ae : : i * £ x ; _ 
- ‘2 . : Sah z ; : : } ; : i - 
Zope : fa , : ; : : “ : 2 : : 4 
efys cae a : ; 2 : : 7 oe 
Ay zs i > = 3 - 4 > eS, nn 
oa a , ; _ ‘ i “4 ae. ticg ‘ vs 7 
2 - > ; 5 t hz . - ~ 
> . . - ' ; ‘= a é =. : 
zi - e i % ‘ ao F . 2 Neg Bs « 2 : a 
ss ah BipeS Flea : ; - me . 
~~ Si i - es +e . 3 % Wee ms : 
4 = a” : ; > i - ne 
4 so = , ee . by ay 7 5 
Be oe a : = ‘ T= = 4 = ie eye - cera 
2 = : = ee . at ! “ r= - 
5 << 32 5 = = F - s - a = = = 
‘ HZ ie : = w ‘ es % ; : 4$-<< : 
: s ‘ 52 . : = ie heBs_ Toke cee : 3 Ten y 
a Es oe 4 5 . 4 ' 4 + 
Pte . - eee 34 { : ; : ; , S ; 
2 8 + a ma ., Pn. ae ; 
: # = ag i . ; ‘ ent 
oa : ‘ ; 3 E ica. r 
as fr ; : e = be * oe ie te) val a caress) 60m 3 
= ae ree =. eet 7 : - : : ; . : ; 
< . i ; ; ; = 5 es ” ay 
es 37 : 5 oa E ; 3 
, = pt at — Sth > ee 253 4 Z : me ; =a 
; = - = s m EG bof he — 3 
: . oe > ++ 4 : z y ton - 7 
‘ Fs ; S i i Pie pre “ 
: ; ~ Py nit La — wes rie 3 
: a 5 the es 3 ea : > ; os, 
3 ; 3 oe E ae ° _ ‘ 7 : a3 ah cf ee Se . 3 3 
A By ae : re : : ; 4 : i 
¢ 5 : \ = ; ‘: 5 . ‘ 4 = f 
* = . 1 ri ., 5 zt 2 Fi x 
= e < a. tie 5 
: i ‘ iS EG 4 ase + 
; ; 5 ” : , a os ' Es 
s ue e = . 74 yo 4 --3- - ie “ 
s * ai gs pias - . a P rans : “A 2 7 ai 
= . " ae ast cane e - : oe { oC : p 
ass 7 ie - Be: : a ' = 2 ae e 
= ei z wg ° = . : z ar 2 : oe 
—s rei com at, - a Ban 2 at , 5 - : 
= = ts asi M ety " y = = , : ea E hd > 
Koece a ie (oe cwen Sa c Z = al : = 
ty . pod coed . G ; 5 ce f ane ; : A " = 
ae i Ry ' 4 ws : : ae é 
: eS ae i : ; ee 
3 ps oa 4 2 4, = . aa 
ae P 4 £ a3 4 e 5 
* - z : 3 : ‘ E 
: ’ : ae - - te 3 5 
oS , - = * 
: 3 Hi P = : % 
a wo ‘ . ¥ - =e 
é eet » ~ . . : 
oo i me 
z a ei 


eve Waereiei= 


R. L. Saunderg. 


This conditdon.has led on many occasions to 
price wars in distant consumer markets not ordinarily avail-e 
able to the commodity at point of manufacture. Thus gas- 
Oline from Roumania and Russia has found its way into the 
United States and Canadian markets. 

In the United States, shortly after the dis- 
covery of the East Texas field many new refineries were 
established within the limits of that field. A Surplus 
of gasoline was produced. Much of it was produced from 591 
hot oil; that is, oil produced in excess of allowables 
under the Texas Proration Law. This resulted in due course 
in a badly depressed refinery market practically everywhere. 
Gasoline in the East Texas field found its way into the 
markets in Seattle, all along the atlantic Coast, through- 
out the entire mid-western area of the United States and 
literally hundreds of price wars ultimately developed. 
The onty reason that gasoline from the Hast, Texas field 
did not reach the Canadian market at that particular time, 
if it be a fact that it did not, was because of action of 
the Dominion Tariff Commission and the fact that the re- 
finery price did not become sufficiently low to sect up 
a sufficiently wide disparity between consumer markets in 
Canada and the refinery market in Texas. 4&t that time the 
potential possibilities of competition from the distant 
source caused the Tariff Commission of the Canadian 
Government to take steps to prevent the flow of too much 
gasoline into Ce«nadian markets by the erection of a high 

- and artificial tariff fence. Existing impediments, 

however, would not b. impossible harriers to climb if the 
price in the consumer market in inertia were fixed at a 


sufficiently high level, that is| to say, if the price of 
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gasoline in alberta were as unreasonably high as the 
Attorney for the Commission infers. 592 
ATTRACTION OF SUPY LY : Thus we know from actual ex- 


#ND COMNSUM TR MaRKET. 
perience that when the 


consumer market is at a relatively high level in comparison 
with the distant wholesale point-of-manufacture market, 
the commodity at point of manufacture will find its way 
into distant markets not theretofore available to it. 

The inevitable result of this is a drastic drop in price 

in the Gonsumer market brought about by a disturbance of 
Supply and demand in that market. 

I have already discussed the existence of parity 
prices between refinery markets and what occurs when that 
parity is disturbed. You will recall that I mantioned that 
there, were ‘seyen relinery markets, three of which were major 
markets, two secondary markets, and two other relatively 
Minor Markets, but that all these markets were either in 
actual or potential poe conn each other. 

It has been said that "each of these seven 
refining districts has a normal sphere of influence. . When 
these spheres are outlined on a map it is clear that prices 
in all sections are affected more or less definitely by 
prices in all other secticns, because the spheres of 
influence overlap. This makes it possible to calculate 
a range of wholesale and retail prices for any town or city 
Which would be at 4 "parity' with prices.in the rest of 593 
the country. 

nSo far as the wholesale market is com eérned, 
the low point of this ‘parity range' is the price at which 


@ local retailer could buy his supplies in a distant mar- 
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ket at the same total price as that quoted by the local or 
nearby refinery. at this ‘minimum périty’ there is no 
price incentive for him to change his customary buying con- 
nections. The high point of the ‘parity range’ is the 
price which would warrant buying elsewhere but which would 
not bring a dangerous amount of 'importations’ unless main- 
Veined For & cone rocrep re period of time. This tick 
point might be described as the ‘maximum parity'. There 
is an intermediate price or ‘practical parity! which would 
orfer the local retailer a price incentive to buy elsewhere 
but not a sufficiently strong incentive to warrant the 
Pistol Ouverture delivery." 

When. prices.between markets get out of parity, 594 
then the incentive of buyers in one of the markets to shift 
VieiT  couree) Ol supply 18 Overpowering: Phe sant G 
ultimately re-establishes parity, but usually at a lower 
eve irs service Station prices react the same way. If 
the price in Alberta were relatively high, the reduction 
would likely come about as follows: 

The shift of consumer trade from nearby alberta 
"high-price" stations to not-so-distant Montana stations, 
would dry Alberta border stations up, ultimately foreing 
border station prices down. This would cause a shi?t 
Or DUVeErS TrOom poltnts farther to the inverior, wiih @ 
Tepivitlonol price change first descrived. The’ lowering 
OL prices throughout the Province would in due course occur. 

Accordingly, it is a well known economic fact 
‘that while practically any marketer can force srices 
downward he is impotent to raise them to a higher price 


level in relation to other markets elsewhere, and, therefore, 
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maintain them at that level and survive. ae 
aS a aonsequence of this, when actual prices are not i 
maintained within the parity range, profits do not become 
exorbitantly high. On the contrary, they suffer because 
timcugnyune tpleyeot economic Loress, prices are vdriven 
downward below a profitable level rather than maintained 
atua «igh, unressonable evel. 
in addition, we must not forget that the nature 


of theymarkey igisuch as to render sellers impotent, to 


adopt a dictatorial attitude in respect to prices. 


DYNAMIO PRICE MAKING 


PRICE MAKING TO MEET WANTS. 
Eb Widlebeimecal ted 


ees <n ee | rere tee 


er ee: 


that by way of introduction to this particular phase of our 
Giscussiony wl Bien teoned sthe observations of some jor our 
leading economists in respect to the subject of dynamic 
price making. 

These authors conclude that “an essential feature \ 
orsindustrial (price making lies in the fact that, instead 
of passively accepting the market's pricing of a@ supply 
sub jecimberne .central control, it sets 4 prices objective 
and directs a controlled productive mechanism toward 596 
attainment of that price level." 

It was observed further that "the distinctive feature 
of this cofistructive attack on the problem of pricing is 
that instead of starting from the position in which the 
administrator and the technique happen to be and moving 
forward by cumulative cost computation to set a price, it 
starts fromthe consumer's want and purchasing power and 
eourageously accepts the task of finding a means of 


satisfying these wants within the limits of this purchasing 
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power." 
PRICE MAKING IN ; While these observations are 


ETROLEUM INDUSTRY. 
abstractly accurate, they ‘do not 


comprehensively relate precisely what happens in the 

petroleum industry. ‘Yhat happens is this: Through the 
operation of various economic forces, prices are made by 

the seller of importance who maintains the lowest price in 

the market. Because the competitive system effects ultimate 
uniformmity.of price,,all marketers in a. given market area 

are forced to the lowest price level established by a ee 
seller of importance in that market. 

This significant fact puts into motion various 
pressures upon all competitors in the market to render 
their business profitable. 

Umder such circumstances they are compelled by 
constant revision of production, manufacturing, trars porta- 
tion, marketing and distribution methods to reduce 
costs, to expand their markets and thus bring their operations 
into a condition where they can profitably operate at tte 
existing price level established by the lowest price seller 
in the market. In other words, the lowest price seller in 
the market, no matter from what source he derives his 
ability to price at the level established, builds a price 
canopy under which all marketers must get if they are te 
Survive. Thus the race for gallonage, instead of being a 
competitive struggle without profit in mind becomes, in Pact, 
a competitive struggle to satisfy the wants of more and more 
people while at the same time maintaining business 


profitableness. 
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It seems perfectly patent from this analysis that 
one of the most important functions of the competitive 
system is to assist in price making. We shall hereafter 
demonstrate that a faithful performance of that function 


has resulted in the creation of social values of consequence. 
IMPROVEMENT OF COMMODITIES 598 


FUTURE PROSPECTS.  # Another function of the competitive 
system is to constantly improve the commodities bought and 
sold in the market place. In view of what we have already 
said respecting technological improvements and consequent 
commodity improvement, it will not be necessary to discuss 
this subject at any great length. 

Because of .the competitive struggle extant in 
the petroleum industry, the competitors of importance have 
established research organizations constantly engaged in 
laboratory experimental work having as its object the fur- 
ther improvement of techniques of manufacture and of the 
goods manufactured thereby. Thus not only can we look 
backward and see how much better today's products are then 
were those of the past, but we can look forward with ex- 
pectancy that the future will find the industry making 
available still better products at even lower prices. 

MASS PRODUCTION, MASS 
_DISTRIBUTION AND MASS .VATLABILITY 


MASS PRODUCTION 
CONS IDERED SEPARAT#LY. : One of the important concomitants 


of the competitive system has been the development of mass 
production, mass distribution end mass availability. It 


would not be difficult to justify the inclusion of such a Soy 
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development as another one of the functions of the competitive 
system.. This development has had an important bearing on 
price and price trends but for various reasons we have 

iis Raves it advisable to treat that subject separately, 
after first describing how the competitive system has 


performed, a subject to which we shall now turn. 


PERFORMANCE OF THE COMPETITIVE SYSTEM 600 
IN GENERAL;  ## The competitive system, particularly in the 


petroleum industry, has faithfully performed its functions. 
We have already discussed in some detail tow the compet- 
itive system functions in the making of prices, in the 
expansion of consumption and in the adoption of improved 
techniques. The facts already recited render diseussion 
OLP tose Sub Jectus ulmecersary here, “le are interested, 
nOwevers et Unis iuneture, in considering the following 
matters: 
1. Gasoline price trends, 
ee. HOW. gasoline priges have compared 
with the various items constituting the cost of 
living. 
Oo, Progress in waste elimination. 


at Gost trends 


o1 


Harnings. 


mr 
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A summary of performance in respect to 
a. Those who have invested their 
eapital in the industry, 
be Thoze who have contributed 
enewir skill. 
@. The customers of the industry and 
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GASOLINE PRICE TRENDS 


: Since 1918 the American Petroleum 
UNITED STATES : 


Institute has kept an accurate 


record of prices in existénce in fifty representative 
cities in the United States. The cities selected were: 
one city from each state in the Union, except New York, 
two from New York, and Yashington, D. C: The average of 
the tank wagon, consumer exclusive of tax and consumer in- 
Clusive of tax, prices have been carefully tabulated and 
preserved. 

these prices have constantly trended downward, 


although fluctuating upward and downward from time to time. 


GASOLINE PRICE TRENDS : A like stu.y has recently been 
CANADA : 

completed for subnission to this 
Commission, of the average price existing in eight 
representative cities in the Dominion of Canada. The 
cities selected were 

Halifax 

Montreal 

Toronto 

Winnipeg 

Regina 

Saskatoon 

Calgary 

Vancouver 

at that time I think I would like 

to introduce some Charts into evidence. I think in this 
case that the table and chart can be introduced as one piece. 
The table refers to the chart. 
THE CHAIRMAN: eee TSC Bc Gi cy dean gi ea 
table 46 and chart 50. 


(DOCUMENTS IN QUESTION saRE NOW 
MARKED EXHIBIT "371". ) 
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For your convenience in reading these charts when you 


come to refer to them, the service Sfitionw price is the .top line 


and includes tax. The shaded portion represents the tax 
and the next line represents the service station price 
exclusive of tax, and then the lower dotted line represents 
the tank waggon price or, as it is now called in large parts 
of the States, the undivided dealer's price. I would like 
to introduce also at this time the same sort of information 
for the Dominion. 
THE CHATRIGN: That was for the United States? 
That was for the United States, yes, Sir. The next 
Exhibit would take in tables 47, 48 and 49. 
Tables 47, 48 and 49? 
Theat) its thet mumber . In those the twons are shown and 
tiermatnemeverave.2OThe chert is chart vo. 51. 
Are YOu edding the chart? 
Yesurseirs 
Cnuart 51? 
Yes, 
These four should all go together? 
I think they should. 
(TABLES 47, 48 and 49 and Chart 
5l are now marked as EXHIBIT 
US eat ae 
T won't bother to explain this chart. It is on the same 
general basis as the chart that was shown for the 50 american 
cities. Now, the last Exhibit I would like to introduce at 
this time is the same information for the City of Calgary. 
That is table 50 and chart 52. 


(DCCULENTS IN QUESTION «RE NOW 
WARRED, PREDBID A" S73 Rae) 
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COMPARISON OF GASOLINE -: 611 


PRICES (EDT AaeE 1COST -: Both the governments of the 
OF LIVING : 


J. ea United States and Canada prepare 
and preserve vital statistics showing the trends in the cost 
of living and the various items (foods, clothing, housing, 
fuel and light, and sundries) involved in living costs. 
For purposes of comparison, indices have been prepared using 
1926 prices as the basis. 1926 was selected as the "par" 
year because both governments have indicated the thought 
that 1926 prices more nearly represented normal prices than 
in any year subsequent to that time. 

Charts have been prepared showing how gasoline 
price indices» compare with the price indices for each of 
the items composing the cost of living and for the cost of 
Pavitewi veer tator tie United States, for Canada. sand) Gomure 
extent possible for Alberta. 

I think probably we should 

introduce in evidence here those charts at this time. I 
would say, your Lordship, that table 51, which is the 
index of gasoline prices and the cost of living in the 
United States and table 52, which breaks up some of those 
items as regards percentages from the Departuent of Commerce 
joined with chart 53, that all three of them should go in 
as one Exhibit. 
THE CHAIRMAN: “11 right. Dables 51) and b2.and 
chart 53. 


(DOCUMENTS IN QUESTION ARE NCW 
MARKED EXHIBIT "374",) 


A Tne chart itself is self-explanatory and shows the gasoline 
price, excluding tax, as lower in the index than the cost 
of living, till along about 1932, when the price of 


gasoline including tax crossed the cost of living, 
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the cause being that the tax had increased. I think 
this should probably be introduced in evidence with 
these other charts, your Lordship. I do not know whether 
it is more difficult for you to mark them with one or 
various Exhibit numbers. They reflect the same information 
for various factors in the cost af living, the retail price 
of food and the cost of clothing. 
THE CHAIRMAN: So long as they are associated 
we will keep them together. 
4 Tren I ean go down here and give you the numbers. 
WR. FRAWLEY: 54 to 58 seem to be the numbers? 
Fer AOS 00, 00, Oo /and) 58. 
THE CHAIRMAN ; Those are, tables or chartay 
A fieyoare 2 liv charts. 
MR. MACLEOD: They should be ineluded in that 
Benoit Tara 
MR. FRAWLEY: 56°18 the general cosy OM tiv iis 
and then these are just various items in the cost of living? 
A That is true. 
THE CHAIRMAN: All right. Charts 54° to 58 
inclusive will be Exhibit "S75". 


(DOCUMENTS IN QUESTION saRE NOW 
MaRKED EXHIBIT "375"..) 


A Innit ie would Tike to, also, before Pacommentaatone uty o- 
duce the same sort of information for the 8 representative 
cities in Canada of the tank waggon price, the undivided 
dealer's price, the service station price and tax. 

It is based on the t&bles and charts that have been used in 
this cost of living, which have come forth and I should 
imagine that should be a separate Exhibit. 

THE CHaTRMaN: That is table 537 

Toes Oo. obs 


(DOCUMENT IN QUESTION IS WOW 
MaRKED EXSTBID "S76".) 


a = 
: ot 
2 3 
at: 
: x 
‘ taf 
; = 
at 3 


3 : 
Se aca 
7 
By 
. 
- 


nN 


4 
i Sire 
shy 
’ 
+ 


el == 


’ - Ai a 
2 

<a 2 
2 , 2 
acs ¥ ¢ pie 
“Ald : 
‘ 

ces Faas 


R.LsSaundera | , - 10,038 + 


C4 
ue 


Q 


fi 
4 


Q 


A 


MAJOR LIPSETT: Before you pass from that 
table 5, what is the last figure there, 200.5, in 1938, 
average taxes? 
WGll I will have to get the relevant material. 
WRe FRAWLY: It means it is about 23 
times the taxes that were in 1926? 
That is exactly right, the 1926 tax was 3.8 and it is 
7.06 now, that is on an index basis, the index at 1926 
was 100 and the taxes have risen two and a half times. 
It is on an index basis. I% went from a little below 
3 cents to 7.06. 
That is always taking the 1926 figure at 100 for the tax? 
fhat is gorrect, sire Then I would like to introduce in 
evidence table 54 which is an index of the retail prices 
using 1926 at 10U for gasoline and other commodities and 
I think that probably theese should be included in that 
Exhibit, chart 59 am 64 inclusive. They all have the 
game bearing. One is a general chart uhd then the break- 
up takes place as regards the various items. 

(TABEE 54 and CHART 59 to 


64 INCLUSIVh PRODUCLD AND 
Hinb wénkiD AS LXHIBIT 


Saray Bs 
THe CHALHMAN: . | Charts 59 to 64 inclusive. 
WITHNS 5: ; Yes, ands shink Vtmteht be 


as well to mark these tables, as they reflect Calgary, 
which is the gasoline prise index and the retail prices 
ef the Province of Alberta, which is shown by the chart, 
to gake only the one interruption, that is table 55 and 
table 56, chart 65, chart 66, chart 67, chart 68 and that 


concludes that lixhibit. 
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THE CHALTRHMAN: This then will be made 
Exhibit "378". 
wRe FRAWLEY: Table 55 is Calgary only, 


table 56 is the Province of Alberta and the chart is in 
suppcrt of that table, is that not correct? 
I would not say that is correct, and I will tell you why, 
ir. Frawley, the gasoline price which is used on table 56 
is the Calgary price, so there is a relationship there. 
MRe FRAWLEY: Now then let me see, then 
it is the same really, table 55, the gasoline prices at 
Calgary and table 56, the Province of Alberta, are the 
same basis? 
That is the same basis, it shows 86%. 
(TABLE 56, TABLE 56, CHART 
65 to 68 INCLUSIVE HERL 

MARKED AS EXHIBIT "S78"). 
WITNLSS: Un the graph setting forth o61é 
these data, two gasoline prices are shown, one based 
on indices of the gasoline retail price including tax and 
the other the price indices showing the gasoline price 
exclusive of tax. 

It is to be noted that 
gasoline price indices, both inclusive and exclusive of 
tax, on the whole compare favorably with the cost of 
living and with each item involved in the cost of living, 
although, of course, the industry's price with the tax 
added does not compare so favorably as the gasoline price 
with the tax excluded. In other words, the industry's 
performance, standing alone, has been a better performance 
than has the price of performance with taxes assessed by 


government added. These studies bring to light forcibly 
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three conclusicns, first, that gasoline relatively is 
among the cheapest of the necessities of living, 
second, that direct taxes on gasoline sales in a large 
measure have been responsible for the fact that con- 
sumers have had to pay more for gasoline than industry 
operating without the impediments imposed by government 


would have had to charge; and thirdly that, if the 613 


people seriously wish reduction of the price they pay 
for gasoline, they can promptly get results by insisting 
upon a reduction of an oxcessive tax. 

Stating this second con- 
clusion another way, it is to be observed that if we 
assume that 4 person spends }e2 a week or 4,104 a year for 
the purchase of gusoline in the United States, his 
ability to buy gasoline is affected by the taxes as 
follows: For the amount expended he would have reoeived 
Ph tee, (oo gallons if there had beoh no tax. “Win whe 
tax ineluded he actually received only 543 gallons. In 
other words, he turned back for tax purposes 206 gallons 
whieh represented 29% of the gasoline he retained. If 
his automobile was capable of traveling fifteen miles to 
the U. ®. Gallon, he was deprived, over the year, of more 
than 2,000 miles of travel. 

Hor the satie .1l04 per year 667 
expended in the Dominion of Gamdu, the motorist would have 
received 503 Imperial Gallons of gasoline in 1988 if there 
had been no tux. ./ith the tax included he received only 
375 Imperial Gallons. For tux purposes, he therefore, 
turned back 128 Imperial Gallons, or 44% of what he re- 


tained. During the year, he was deprived of 2,500 niles 
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of travel if his automobile was capable of travelling 
18 miles per Imperial Gallon. 

In Alberta, exclusive of 
the tax, he would have received 6523 Imperial Gallons for 
the same amount expended per year. ‘VJith the tax in- 
cluded he received only 487 Imperial Gallons. Gasoline 
turned back for tax purposes amounted to 146 Imperial 
Gallons, or 35% of what he retained. With an average 
of 18 miles of travel per Imperial Gallon, he was dep- 
rived of more than 2,400 miles of travel. 


WASTE ELIMINATION. 
ve have already pointed out that, 


through the adoption of improved techniques, much waste, 
unavoidable before the discovery and edoption of the 
new techniques, has been eliminated over the years. In 
this connection, it is very significant that the im- 
provement in the gasoline yields from crude charged to 
stills has been a definite contribution to the conser- 
vation of crude petroleum. 

Through other media co- 638 
ordinated performance has been improved. iiuny units of 
the industry have integrated their operations to per- 
form all functions of the petroleum industry; producing, 
transporting, refining and marketing. Through inte- 
gration these units have been able to so co-ordinate 
their operations us to keep more in balance their pro~ 
ducing and manufacturing operations to meet market de= 
mand. Supply and demand, in other words, have been more 
perfectly balanced than otherwise would have been the 
case. AB a Consequence, economic wastes resulting from 


the imbalance of supply and demand have been lessened. 
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THE CHAIN MU: ould you like a rest, 
re Saunders? 


If it would suit your Lordship I think I would. 


(An adjournment of ten minutes was here taken) 
WITNLSS: 


COST TRINDS. ; 
; Costs are of two Kinds, jurisdictional 


and non- jurisdictional. Jurisdictional costs are those 
over which the operator has some measure of control, 
that is to say, such costs as the operator, by his per=- 
formance, can either increase or decrease. Won- 
jurisdictional costs ere those costs involved in an 
Operation over which the operator has no control. Costs 
ofthis charucter are taxes, freight, tariffs, and in 
the case of the Texas Company of Canada the laid down 
cost to it of the gasoline sold to it by Texas Company 639 
of Delaware. we include this laid down cost of gasol- 
ine among non~jurisdictional costs because under the 
provisions of the Canadian teriff law, the minimum price 
at which an «merican company can sell to a Canadian 
company i8 the fair warket valuc, if dumping duties are 
to be avoided. In the cause of the Texas of Canada, fair 
market value of the products it purchases from the Texas 
of Delaware have been determined after hcuring by the 
Tariff UCommission.. The Tariff Uonmission, therefore, 

4o fuct, has in the past established and now establishes 
the minimum level or prices at which the Texus of 
Deleware is required to sell to the Texas of Canada, 


whether the parties to the sak like the price or not. 
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The largest item, of 
course, in non-jurisdictional costs is thc tax imposed 
upon each gullon of gasoline sold by a seller. Vaxes 
in recent yeurs have increased at e rapid rate. In 
the United Stetes, indirect taxes puid by Texas have 
risen from approximately 110,000,000 to approximately 
@l7,500,000 in the period from 12928 to 1947. By in- 
Gluding gasoline and lubricant taxes, the inerease has 
been from approximately ¢32,000,000 in 1928 to approx- 
imately 9108,500,000 in 1937. 
In slberta and the Dom- 640 
JInion, the tax performance, inclusive of gasoline sales 
taxes, has been as follows and I would like. to introduce 
that o8 an Exhibit. 
MRe FRAWLEY: Tabble 57. 
WITNESS: Table 57. 
(TABLE 57 PRODUCED BY WITNESS 
cpeeray whhhbD AS LXHIBIP 
WIT SESS: Duties and excise taxes on 642 
importations into Alberta were as follows, and £ would 
like to introduce in evidence table 58. 
(TABLE 58 PRODUCED BY WITNESS 
Hina wiRhhD Ap LXHIBIT 
MACON) a 
WITNESS: .otor fucl taxes were as 644 
follows, for the Province of Alberta, and I would like 
tc introduce as an iixhibit table 59. 


(TABLE 59 PRODUCED BY \ITIBSS 
AND HERS wARKED AS EXHIBIT 
NZBLMI., 

WITNESS: In explanation of table 59 


it must be atated that a part of the increase in the 
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direct Bules tax is due to the increased volume in salen. 
Q MR. FRAWLEY: I am not clear on this, 


is this the tax on table 59 which you collested from the 
consumer and remitted to the slberta Government or are 
these siles taxes? 


A That is right. 


a To the Dominion? 
MRe MULTABEAGER: This is the 7 cents. 

Q MRe FRAWLEY: This is the 7 cents fuel 
oil tax? 


& Yes. I think that, to demonstrate that part cf this is 
due to the increase in rates and part of it is due te 


volume, why we should introduce in evidence table number 


60. 
(TABLE NUMBER 60 PRODUGED 
BY THe WITNLSS HERE MARKED 
AS EXHIBIT "S8et). 
WITNESS: A part of the increase in 646 


direct sales tax has been due to increased volume of 
sales. But the unit tax has also increased. The tax 
item, included in non-jurisdictional costs, has 
trended upwards. In spite of that and because of 
reductions in prices in the United States as well us 
in Canada over the years, Texas of Uanada'ts net laid 
Gown cost of gasoline sold to it by Texas Delaware has 
progressed as follows, and I would like to put that in 
as an Lxhibit, which is table ol. 
(TABLE 61 PRODUCED BY WITNESS 
SERETT ES aia EXHIBIT 
WITNLSS : | And I think, sir, that chart 


No. 69 is a companion chart to that table. 
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(GHART NUMBER 69 PRODUGED BY 
WITNESS AND RwRIGED aS EX- 
HIBIT "364"). 


THE CHALitus WN: Table 69 or chart 69? 
Ghart 69. 
WRe FRAWLEY: Before you jeave 61, lis. 


Saunders, what gasoline is that, that is Fire Chief, 

table 61 I mean? 

That is Fire Chief 1 think but I will bring you the answer 
tomo rrow morning, lire #rawley, if that will he satisfactory 
TO yOoue iure iijultaberger, will you take a note of that 
question iir.e Frawley asked. 


MRe FRAWLEY: nich Pear hxarolue oc. 


(Goto page -10:;,046 ) 
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L. Saunders 


WITNESS : Kite Exhibit "383" is the data 

from which Chart "69" was prepared, if you wish to include 

the two, 

THE CHAIRMAN: So long as we have a note 

of it, we will know. They go together, Table "61" and 

Chart "69" go together, all right. 

WITNESS : The information of the 

laid down cost of the Calgary bulk plant is shown by this 

Table "62", which E would like to introduce in evidence. 
(TABLE "62* PRODUCED BY THE 
WITNESS HERE MARKED AS 
EXHIBIT "385") 

BOPP RAN UE Sethe t) Onert, OSA 17) ss esas 6.sisie 

That Chart again needs the same explanation, Mr. Frawley, 

and we will get it for you. 

Jurisdictional costs have 
trended downward even more rapidly. 

Texas of Canada's performance 
in this connection on all the gasoline sold by it from bulk 
distributing stations in the Dominion of Canada from 1928 
through 1938 has been as follows, and as shown on this 
Table "63", which I would like to introduce in evidence, 
and with thet should go Chart Number *7C", 

(TABLE “63 (AND) CHART Noa) 70 

PRODUCED AND MARKED AS 
EXHIBIT "386")} 
MR. FRA’ LEY: Did you intend to say anything more about. 
these Tables? 
I did not intend to say anything more about them, Mr. Frawley. 
I was putting them in evidence here because I did anticipate 


that, when you came to discuss them with Ifr. Multaberger, 


in discussing the Texas Company of Canada Limited, you would 
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go into them very fully and they happen to be in this 
order in here, illustrating the general point but not 
particularly. 

We have some informatia 
for the Calgary bulk station for the Texz2zs Company of Canada 
which I would like to introduce in evidence, and tnat is 
Table Number "64", 


(TABLE No. 64 PRODUCED AND 
MARKED AS EXHIBIT "387*) 


WITNESS: E¥ would Like” to’) introduce 
in evidence this, which is an analysis of gasoline sales 
from the bulk distributing stations of the Texas Company 
cf Canada for the years 1928 to 1938 inclusive, and which 
is known here as Table Number *65”, 


(TABLE No. 65 PRODUC™D AND 
MARKED EXHIBIT “388") 


(Go to Page 10,048) 
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I would like to place in evidence Table No. 66, which 
is an oe eee of gasoline sales from Alberta bulk 
plants of the Texas Company of Canada Limited in 1936. 
This analysis covers two pages. 


(DOCUMENTS IN QUZSTION ARE 
NO MARKED EXHIBIT "389" ) 


I suggest to Your Lordship the same information is con- 
tained here for the year 19457 which you might like to 
have marked with the same uxhibit number and for the year 
1938, which takes up through Table 68. I did not intend 
to discuss them but I am just introducing them here. 
THE CHSIRMAN: Vell, will they be the 
subject of separate discussion? 
I think they will go in Your Lordship and prcbably 
Mr. Meltabarger will have occasion to refer to them in 
the discussion of the plant operation of the Texas 
Company of Canada Limited. 
You think they should all go in with Exhibit "389"? 
I would judge a 
All right. They are different years? 
Yes. 
I think we will teke them by different yoars. ie will 
take Exhibit "390" which is Table 67, ¢@ sheets. 
(DOCUMENTS IN QUESTION ARB 
NOW MARKHD EXHIBIT "390") 
Table 68, 2 sheets. 


(DOCUMENTS IN QUESTION aRE 
WO’! MARKED EXHIBIT "391") 


And the next? 


I am going to introduce this in qa minute. Shall I do 


it now? 


No, not unless it is connected. 
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It is not connected vith this. 

Then perhaps you had better go on with the transcript. 

REZRNIWGS. ¢ ne 
According to the American Fetruleum Institute, 

the earnings of the petroleum industry in the United states 

from 1930 through 1957 have been as follows; which I 


would like to introduce into evidence, 


(DOCUMENTS IN QUESTION aRE 
NO’. MARKED EXHIBIT 392") 


The interesting thing displeyed by the chart is that for 
the year 1950 to 1937 the percentage return on the invest- 
ment was 1.436%. 

THE CHAIRMAN: 1.46% investment throughout 
the Unitéd States? 

Yes, oir. Tite se irom tho 2: PF. Lo Ligure, It fluctu- 
ates, 1931 and 1932 the industry did not do very well 

and they hac deficits. In 1937 it was an unusually good 
year and they sot up to 4.82. In fact the taxes we pay, 
including sales taxes and road taxes are greater than we 
make by auite a bit. 

Is that deducting taxes? 

That is the net earnings as they show in our balance sheet. 


That data up to the right is just extraneous information 


put in there for general information. There are no like 667 


figures: for the Dominion of Canada and for the Province 
of Alberta. 

Another and more surprising 
figuration of earnings can be arrived at in the following 
manner ; Assume that all the activities of the industry 
except the selling of gasoline function in such a way 


that the industry breaks even on these activities. and 
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this is just an assumption for the purposes of demon- 
strating my point. This assumption allocates all 

profits or losses of the petroleum industry to gasoline. 
6 know the demand on the industry in the United States 
for gasoline end we have tabulated above the earnings of 
the industry for a period from 1930 through 1937. If we 
divide the earnings by the total gasoline demand, we 
ascertain the amount per U. S. Gallon of gasoline that the 
TdG ser yenas earned in thc years involved. 

I would like to show 
that by introducing Table No. 70 which shows that over 
that same period -- 

THa CHAIRMAN: Exhibit "395". 


(DGCUMENT IN QUUSTIGN IS 
NO’. MARKED WAHIBIT "393" ) 


Sb It shows from the years 1930 to 1937, just thnowing 
all the earnings to the gasoline that the industry in 
the United States made over tho period Little Less then 
1 cent a gallon, 9/l0ths of a cent per U. S. Gallon, to 
be. exact. | 

Q MR. MACLEOD: You said earnings thore. 
That is not quite correct. 

Earnings per U. S. Gallon I said. 
You are throwing all profits and losses, pit not necessarily 
all,carnings? 

4 I am throwing all profits and losses, and the net earnings 
of this corporation considering that they were all made 
from gasoline. I know that is not correct but I am just 
doing it to make s demonstration of the industry and then 
Subsequently I will show another picture. Of course, that 


assumption is just purely an assumption and that is all it 
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Can be. It is done just for illustrative purposes. 
The reason I mace that is because I now would like to 
introduce in evidence a chart which shows the world- 
wide operations of the Toxas Corporation and its 
affiliates and its subsidiaries on the same basis. 


(DOCUMENT IN QUESTION IS 
NO'. MARKED EXHIBIT "394") 


THE CHAIRMSN: That is Table 71? 
ToL oon ale 
671 

Because statistical 
data are unavailable, it is impossible to make like 
computations regarding the industry as a whole for 
Canada and 4lberta. 

As we shall later 
point out, Texes Canada to date has not earned @ 
cent from its operations in either Canada or the 
Province of Alberta. 

How have Texas's 
earnings from world-wide operations of its subsidiaries 
and affiliates compared with all the taxos paid when 
these earnings and taxes are allocated to the gasoline 
sold. 

I would like to 
introduce in evidence Table Noe 72. 
THE CHATRMs N: Is that last statement 
that there have been no net earnings to the Oil companies 
in Canada or Alberta? 
Not that I have information of, Your Lordship, not in 
my possessione 
MR. PRAVLSY: That is the Texas Company 


you are speaking of? 
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That is right. I have not the information. 

THE CHAIRMAN: All. rights, Bxhipit. "494" 
is your table 717? 

That is correct. I am offering Table 72 and chart 71 

at this time. 


(DOCUMENTS IN GUBSTION ARE 
NOW MARKED RBXHIBIT "395") 


The chart indicates the earnings in black and the taxes 
with the white bars. 

That is for, that is where? 

That is for -~ 

The United States? 

No, that is for all the subsidiaries and affiliates of 
the Corporation the world over. That is the world-wide 
operation. 

The white bars indicate what? 

The taxes, 

MR. FPRAWLSY: Not what we call the 
gesoline tax, which the consumer pays; the t would not 
be in here would it? 

This is all the taxes that are indirectly and directly 
levied on the product. which would include that con- 
sumption. Taxes. 


MR. MELTABARGER: The per gallon tax. 


The per gallon tax, yes, Sif, 


MRe FRALEY: Just so long as we 


‘nderstand. You do not pay any part nor any other 


oil company any part of what we call the fuel oil tax 


in this province. You collect it from the consurer 
and pay it over to the Provincial Gowernment? 


“hat I am trying to show on this chart is the amount of 
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taxes we pay ourselves and the amount of taxes which may 
be levied on the prrduct which we sell, even though we 

do not pay it, They have this relationship to our 
oarnings. Is that clear? 

Q@ Yes, that is elear now. 

THE CHAIRMSN: The point being made is, 

I take it, that the cost of gasoline for example if high 
is because of the great burden of taxation that is imposed 
upon it, no matter who has to pay it. It is what makes 
the cost per gallon high which is the point being made. 
MR. FRAWLEY: Certainly when you take 

7 conts as against 20 cents you can see the size of the 
tax in this province but I do not see what in the world 
it has to do with the earnings of the Texas Corporation. 

A It is just comparative. 

THE CHA TRIGAN: He says on the one hand 
wo have our earnings and the other hand we pay so much 
%axeso The result of both is the cost of gasoline to 
the consume?'. 

MR. FRa\ /LBYs On the other hand, just 
let me follow that. He says on the one hand we have our 
earnings and on the other hand we have ths taxes we paye 
Let him have on the other hand the taxes he pays but he 
does not pay the 7 cents that I pay when I go in to buy 
gasoline from his service station. 

MR. MS CLEOD: He does not say that. He 
says a comparison of the taxes per gallon of gasoline. 
MR. FRAWLSY: That is why I said in the 
beginning so long as we know what the chert means. 


A I think we agree what it means. 
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THR OHAIRMAN: Do I understand, 

Mr. Macleod, I just want to be sure on it as we go along, 
the point being made is that gasoline costs so much money 
to the consumer and that the cost tc the consumer, if 
criticized, must not be placed at the doors of the oil 
companiss because it is, if too high, too high bocause 


of the burdan of taxation. 


MR. MA CLEOD: That is the point, 

My Lord. 

THE CHAIRMAN: That is the point, is it 
not? 

MR. MACLEOD: I think so, My Lord. 


That is correct. 


THE CHAIRMAN: All right? 


From this figuration it appears that the governments of 


the world have obtained 5 times more from the operations 
of Texaco Companies than the Gompamies have earnede 

And what of the Employess? 
MR. MACLEOD: May I make it clear. It 
is not quite clear to mee “when you talk about earnings 
you do not mean gross earnings? 
No, I am talking about net earnings. I am talking in this 
situation about the assumption I made some time ago and 
that assumption was that if all tho earnings of the company 
were considered to have como from gasoline and that on 
every other product or every other operation that it had 
it simply broke even that would be the result. 
When you talk about earnings in this connection you are 
talking about net earnings? 
I am talking about net earnings on the assumption that I 
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have previously mentioned. 

MR. FRa‘iLeY: May I interrupt to ask 

if Table No. 72 has gone in and been marked? 

I do not think so. 

MR. MACLEOD: No, Table 71 and Chart 73. 
MR. FRA LEY: No, Mir. Saunders, apparently 
it has not. 

On the same kind of basis I would like to introduce 

Tavle 73 and I do not exrect to discuss it unless somebody 
wants to and chart 72. 16 Ng the Payroll comparison 

on this same assumption of earnings and taxes. 

THE CHAIRMAN: Table 74 and Chart 72. Do 
they go together? 

Yes. 


(DOCUMENTS IN QUESTION JRE 
NOu: MARKED EXHIBIT 396") 


Now I would like to introduce Table 74 and Chart 73. 


(DOCUMENTS IN QUESTION ARE 
NO’ MARKED BXHIBIT "397") 


MR. FRALEY. | I want the record to be 
quite clear» The 23 cents in taxes that you show on 

the Texaco income dollar, Chart No. 73, that is money 
you collect from the public and pass on to the Provincial 
Government as far as this provinee is concerned? 

In that case I do not think so but I will mnfirm that 
tomorrow. I think that particular chart you see there 
is a division of the dollar according to the taxes and 


expenses. But if Mr. Meltabarger could take a note of 


‘that I will have the answor the first thing in the morning 


so we will be absolutely sures 
THE CHAIRMAN: Will you or will Mr. Melta- 


barger explain this chart 75? 
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Be will explain it te you gladly-as soon as I confirm 
this question Mr. Frawley asked... 

You would rather do that first? 

Iwas just making this notation so I could confirm ite. 
Very good. ‘what next? 

This is Table 75 and I have not any particular comment 
to make on it except that it may be helpful. 

Deals with? 

It deals with retail margins, net profits, and profit 
opportunities in various retail businesses in the United 
States and Pacific Coast. The authority is the 1937 
Retail Survey of Dun & Bradstreet Incorporatcd. 


(DOCUMENT IN QUESTION IS 
NO’ MARKED EXHIBIT "398"}) 


To summarizes: 682 

fbi The competitive system, particularly in the 
petroleum industry has resulted ina constant downward 
frend in the prices of petroleum products. 

2. Gasoline price indeces have compared favourably 
with the indeces of the cost of living and the items 
involved therein. 

3e Consumption has been expandei. More and more 
people have been able to utilize petrolevm products in 
constantly increasing amounts. 

4. Techniques have boen constantly improved and 
are continuing in that direction. Products have boen 
improved in quality and performance. 

5. Waste, through co-ordination and integration of 
operation has been decreased. 

66 While taxes have constantly increased, the trend 


of jurisdictional costs has been downwards 
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7. The earnings of the industry have been modest 
and in fact have been far less than the taxes imposed 
upon industrial operations. 

8. It is common knowledge that the wages paid by 
the petroleum industry are among the highest paid by any 
industry in North America. Payrolls have, nevertheless 
in recent years been much less than total taxes. 

9. The industry has faithfully served its customers 
by making available to them improved products at decreased 
prices. It would have been better in this respect had 
not government interefered by imposing drastic taxes. 

10. Governments, because of constantly increasing 
taxes, have been the chief beneficiaries from the 
operations of the industry. In fact taxes have been 
substantially too high. Because of excessive taxes, 
the tndustry has been unable to sell its rroducts at 
prices sufficiently low to make the products available 
to the poorest of the people although its market is 


composed largely of low income consumers. 


_{4t this stage the hearing adjourned until 10.30 4. M. 


June 28th, 1939) 
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RICHARD LOLSCH SAUNDERS, 
having been duly recalled: , 
THR CHAIRMAN: All right? 
The effect of mass production---- 
WRe FRAWLEY: Now, tire Saunders, before 
you go on with your discussion, the last table that I 
have in this volume of tables and charts is table number 
75, Exhibit "398", "Retail margins, net profits and 
profit opportunities in various retail businesses, 
United States and Pacific Coast", you know the table? 
That is this table right here, Mr. Frawley. 
You are going on now with the text, do you intend putting 
in any more tables and charts? 
Well, Mir. Frawley, Mr. Meltabarger is going to put the 
rest of these tables and charts in in his testimony, is 
that all right? 
That is fine. I wondered about sone of these tables? 
No, they will go in when Lr. c.eltabarger testifies. 
Theterser ine ell rieht . 

THE EFFECT OF iwASS PRODUCTION 
MASS DISTRIBUTION AND MASS 


MASS PRODUCTION. 
iia88 production is a technique orig- 


inated in North America whereby large quantities of goods 
are produced by the use of machinery and man power to 
meet either an existing or a subsequently created demand. 
It involves a division of labor where each workman has a 
definite task to perform which is synchronized into a co-~ 
ordinated production scheme enabling procuction of goods 
in larger quantity in the same period of time than any 


other system ever devised. 
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PORE es 


MASS DISTRIBUTION. :; 
liass distribution is the technique 


ef making the goods readily available to censumers or po- 
tential consumers by the establishment of markets at the 
point of consumption and the movement of those goods from 
point of manufacture to point of consumption in a steady 
continuous flow, as needed, without undue congestion. ivassa 
distribution essentially involves the making of goods con- 
veniently available to those who want to purchase such 
goods and a distribution of those goods among large numbers 
of people. 


MASS AVAILABILITY. 
: Mass availability is a relatively 


new term and is not as precisely descriptive as it might be. 
It involves the technique of advising a large number of 685 
potential consumers of the availability of usable goods. 

CYGLE OF MASS : It is elementary that the combination 


PRODUCTEON, ETC. ; 
: of these three elements plays a prom- 


inent part in effecting decreases in prices because of the 
fact volume production and selling involves lewer unit 
costs than are pessible when small quantities are being 
manufactured and sold. It is relatively unimportant 
whether one assumes that increased consumption causes de- 
creased costs and consequent decreased prices or whether 
one assumes that decreased prices result in increased 
consumption. Asa matter of fact, both are causes and 
effects, as both are at once instrumental in causing de- 
crease. Mass demand enables manufacturers to employ mass 
production and distribution. This lowers costs, and there 
fone prices. The lowering of prices creates additional 
demand. The additional demand requires large volume pro- 


duction and distribution with consequent lower costs and 
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prices, until ultimately rock bottom is reached, a point 
yet for the future in the petroleum industry. This 
cycle is now so well understood that it is not necessary 
to dwell long on this subject. 
MECHANICS OF MASS : Sometimes the mechanical order of 


PRODUCTION, ETC. "4 
this process is as follows! 


1. There is an invention of a new or an 686 
improvement in an old article or commodity. 

&e The availability of the new or im= 
proved article is made known te potential con- 
sumers through advertising, newspaper notices, 
newsreels and like media. 

ae fhe public notice of the availability 
of the newly created article stimulates wants 
in the people to whom the notice is carried. 

4. These people then make their wants 
known te their local merchants, and ultimately 
there develops a mass demand. 

5. As a result of mass demand, mass pro- 
duction of the newly invented article is 
started. 

6. when 8 sufficient number of the articles 
have been produced ths mass demand already in 
existence is satisfied through the medium of mass 

distribution to the points where potential consumers 
have made their wants known to their local ner- 
chants. 

7. New demand is created through adver- 


tising and sales promotion ard decreased prices, 


etc., etc. 
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AUTOMATIC MASS : Obviously, the precess is not always 
PRODUCTION, ETC. 
as above described. Sometimes, mass 


production, mass availability and mass distribution oc- 
cur almost automatically. | 

For example, when rayon 
was invented, the invention was promptly announced, but, 
concurrently with the announcement, plans were announced 
for the construction of large plants for the manufacture 
of this commodity. Practically as soon as goods were 687 
available they were advertised and @istributed through- 
out the land, and rayon in a very short time after its 
discovery became a very widely used textile. Such also 
was the performance in respect to cellophane. 
IMPORTANCE OF : An important and essential element in 
WaSS DiiwaND. 

;: the process, whether it be mechanical 
or automatic, is this: Before cither mass production or 
mass distribution becomes effective, there must be mass 
demand. A mass demand can only result from knowledge, 
and advertising is a very important element in the dis-~- 
senination of the essential knowledge. 

TH NATURE OF THE : The demand fcr gasoline is not a 
DUMAND FOR GASOLINE . 

primary demand. Nobody wants 
gasoline as such. One can neither drink nor wear it. 
what the buyer of gasoline really wants is transportation. 
The demand for gasoline, therefore, is a derived or 
secondary demand. Ncw, obviously, everybody who has a 
car wants gasoline. In fact, if they want to use the car 
they need gasoline. The derived demand for gasoline, 
therefore, is created by a demand for, and later acquis- 
ition of, motor vehicles. Naturally, therefore, the de- 


mand for gasoline has a direct reletionship to the demand 


wiNane 
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for motor vehicles and their use. The increasing use of 
the automobile created a pressure upon the petroleum in- 688 
dustry to satisfy the demand for gasoline, and, in order 

to satisfy that demand, another pressure was areata to 

get the gasoline to the points where it could be conven- 
iently obtained by automobile owners. 

SATISFACTION OF DEMAND 

AND CREATION OF NiW : is a consequence of the pressures 


ADDITIONAL DEMAND. 
3  @Greated by the use of motor 


vehicles for both mass production and mass distribution of 
gasoline, the industry responded by adopting both tech- 
niques, with the result, as we have previously stated, 

that there has been a steady, constant improvement in 
methods to increase gasoline yields per barrel of crude pet- 
roleum charged to stills and in the performance of the 
products manufactured. And as the industry responded to 
these pressures and developed ability te produce in ex- 

cess of current demand, it adopted methods to increase de 
mand . 


WMA8S8 AVAILABILITY. : 
: Practically all the units in the 


industry adopted the policy of keeping the public ad- 


@ 
© 
ite) 


vised, through advertising and sales promotion, of its 


accomplishments, with the result that a constantly 
larger number of people desired the products of the in- 
dustry. Hach year more and more of them who wanted the 
product joined those who were already buying it. 


LFFS&CT ON PRICK. : 
The effect of mass production, mass 


distribution and mass availability in a competitive 
system of free enterprise on price has recently been 


thoroughly and carefully analyzed by one of the leading 
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writers On economic subjcets in America. Ina series 
of ten articles he described in utmost detail how 
these techniques helped to reduce the prices of oranges, 
and orange juice, milk, automobiles, bread and cereals, 
cosmetics, home plumbing appliances, medical supplies 
and other commodities to a level where the great maj- 
Ority of people in North America not only want these 
products and have been able to secure them, but now 
treat them practically as necessities. 

In the petroleum industry, 
one needs but to look again at price performance to 
conclude that these techniques have been important 690 
factors in enabling the industry to create ao market 
composed largely of low inconmie consumers. Thus the 
industry, through the adoption of the available tech- 
niques eitfecting price reduction of its goods, has made 

. a substantial contribution to an improved living stand- 
ard. 

And with this historical 
background, we now are ready to consider the reason~ 
ableness of prices. 

GOVERNMENT OPixsTION CONTROL AND Uae 
___RUGULATION OF BUSINLSS 


INTRODUCTION. 
What we have already said should dis~ 


° 
e 


pose of the question whether the Provincial Government 
should either take over and opcrats or otherwise con~ 
trol the petroleum industry in slberta. However, our 
story would not be complete should we fail to bring to 
the attention of the Commission the experience, largely 


an experience of failure, that unwise governmental reg- 
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ulation has written across the pages of history. 
CONTENTION OF ; In order that there will be no mise 
TRXAS CANADA. 

> understanding whatever about the 
matter, we wish to state our position. ife favour un- 
qualifiedly any measure which, in fact, will improve 
the social order: jje¢ are unalterably opposed to any 
suggestion which past experience has proved beyond DEL 
adventure of doubt is unsound, retrogressive and im- 
practical. Government operation and control of bus- 
iness are all three. The type of government regulation 
which establishes appropriate rules of competition and 
causes government to act as referee in the enforcement 
of those rules is sound and desirable. Our study of 


past experience has convinced us that if the Provincial 


tS 


Government should take over and operate the petroleun 93 


industry in Alberta, its operations would end in 

tragic failure. It is our view that the competitive 
system of free enterprise, once the appropriate rules 
of competition have been established, is a far superior 
method for progressive improvement than governnent con- 
trol can possibly be. 

THE SUPERSTITION OF OMNIPOTLINCH AND OMNISCILNCE 
STATEULNT OF THE ;: Those who advocate government op- 
SUPLKRSTITION. 

eration and control of business 
indulge the superstition that ypovernuent regulators 
are both omnipotent and omniscient, as in fact, if 
success be the reward, they would have to be. "Indeed," 
states one of our leading authorities on the social 
sciences, "superstition seems to have found its safcat 
refuge in politics, for in that range almost any wild 


idea, no matter how often it has demonstrated its empt- 
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iness in the past, can acquire a devoted following of 
people who ought to know better, 
This same writer, who is & G. Kellen, @ig- 


cussing further this superstition, wrote: 


"Nor are hard work and Mors, 


self-denial to be found in any bag of tricks. ‘they are 
not tricky, but serious, and in a performance of sleight- 
of-hand, uninteresting. Nor does the Magus forecast what 
would happen to production if those who knew how to pro- 
duce were put in a concentration-camp. No. He simply — 
pulls another property out of his bag: The State; and 
plays on the fantastic string that may thoughtless people 
like to hear humming, that the State is some mysterious 
Entity, not All-of-us run by Some-of-us. The string 
gives out another buzz to the effect that when a med- 
iocrity” or, it might be said, a genius, "is elevated 
into office, even by a close or corrupt election, he in- 
mediately ceases to be the "person" he was a few days or 
hours or minutes before. hKather does he become magically 
inspired, infallible, efficient, magisterial and 'The 
Honorable'. The out about the magician's profession is, 
however, that verification upon facts of experience is 
the only permanently and conclusively convincing thing in 
the’ world. Also it is sure to cone, this verification of 
the facts. And when it finally arrives, it crashes 
through all the magician's structure of evasion, tuck~ 


passing and alibi like a cannon ball through a spider's 


web." 


another writer, in discussing 


governiental price fixing, had this to say: 


"Let us consider what is in- 


of. 
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volved in the fixing of prices by law, or executive 
fiat. If an omnipotent and omniscient being were to 
fix all prices, it is conceivable that the results to 
the whole community might be advantageous, although 
many individuals would be ruined. The President of the 
United States is not such a being, nor is Congress, nox 
all the great and costly horde of federal and state ana 
City administrators with all their inspectors and sub- 
ordinates and prosecuting attorneys. 

If bread is cheap people 
will eat fewer potatoes; if bread is dear they will eat 
more potatoes and prices will vary accordingly, under 
the law of supply and denand. 

In a free country, prices 
are fixed as resultants of millions of forces. lien are 
universally seeking their particular interests, using 
their individual knowledge, exercising their individual 
wills. The state could attain the same results only if 
its agents used their individual knowledge and their in- 
Gividual will. They can do nothing of the kind. The 
conflict of individuals moved by their interests results 
in promoting the interest of all. 

If all our rulers had the 
same purpose, and adopted the same permanent policy, if 
they all knew how the fixing of the price of one thing 
would affect the prices of all other things, hereafter 
as well as now, if everyone of them knew all the prices 
fixed by all the others, if, in every individual case he 
possessed the knowledge and exercised the will that was 


possessed and exercised by all the subjects for whom he 
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is substituted, the theory wight be applied in practice. 

Otherwise nothing but confusion and disaster can result." 
Of course, we Know thet 

there are no onmiscicnt and omnipotent men. jho, then, 


are the regulators? 


CHARACTERISTICS OF > The "Kegulators", ths govern- 965 


GOVERNMEWT REGULATORS. ; 
>; ment-enaployed business 


managers, are, in fact, mere men. 

If they were experienced, 
they are the men who now privately run things. If they 
are inexperienced, they must learn all about the bus- 
iness involved. In any event, they must use precisely the 
same knowledge, precisely the same methods and bring into 
operation precisely the sane improvenents currently avail- 
able to managers of private enterprise. 

They differ from private 
nanangers in oniy two particulars: 

1. They are backed by the power of govern- 
ment, such as it is. «As we shall presently denon- 
strate, government lucks the ability to arbi- 
trarily control economic laws. 

2. They can cover their losses by with- 
drawals from the public treasury, the apparently 
unlinited revenue obtained by taxation. 

It has been said that 
governient “loses money while perforning services of 
often questionable efficiency. Then why does it not go 
broke? ‘The answer is thet the state cannot go broke as 
long us it can tax or has anything to tax. It nay be 


an over-hovering nntity, but it can reach down into 
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lowly pockets. It may claim to make money by aater- 
ialization ‘out of thin air'; but the funds that 

save its skin co e out of thinned pocketbooks. By 9d6 
which it appears that the most godlike abstraction 
ceases to hover and comes down to earth now and then. 
It may tell people they are prosperous and they may not 
be sensible enough to follow the already quoted ad- 
vice of Will Kogers, to reach into their pockets and 
see whether they are or not; but if they do, they are 
pretty sure to feel the Abstraction's hand in there al- 
ready. 

"Todey, as always,"another 
writer has declared, "there are those who would use the 
supreme authority of governnent in an effort to short- 
cut the natural elimination of inequalities, always 
present in every human social structure. Always there 
ere those who will recklessly use trexsure raised by the 
taxing power of government to attempt the quick and easy 
correction of disparities which inevitably correct them 
selves if left to the play of natural forces. 

History mocks us again and 
again with the repetition of old problems in new foras, 
and blind enthusiasts and theorists repeatedly have re- 
course to law and edict against the repeated lessons 
of history that law and edict are futile against the 987 
vast economic tides that inevitably overwhelm them." 

On the other hand, govern~ 
ment regulators are subject to political pressures; they 
are not responsible for results in the safle sense as 


private managers. 
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Political considerations and irresponsibility often 
are the rocks upon which government control is 
wrecked. It seems strange that sensible sien continue 
to suggest these schemes. 

But "largé numbers of 
mortals do, on occasion, especially if frightened and 
then worked on »y plausible magicians, give their com 
mon sense an extended holiday; but they do not kiss it 
an eternal farewell; in any sound society that vacation 
or Sabbatical leave, or spree, has always ended, and the 
saving quality has got back egain, somewhat headachey 
and subdued, on the job. That is when people have been 
fed up with magic and magicians and are cloyed by a 
diet of east wind." 

Professor hellor's (ran) 958) 
marks may to some extent be harsh and immoderate, but 
& lifetime of study of the ovcrabundance of governnent 
control that has been attempted throughout history hag 
encouraged him to plain speaking in the hope that old 
and futile experiments might be replaced by something 
more fundamental and workable. 

It will be our purpose in 
the pages that follow to bring to the Commission's at= 
tention several different types of governnental operation 
ana control attempted an@ to direct the Commission's at- 
tention to the failures as well as the only successes 
that have accompanied these efforts. 


VARIOUS wWETHODS ATTEMPTED. 
The methods that have been 


previously attempted and which we shall discuss here- 


after have been: 


we 
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ae GOverniaent operation. 

be. Government monopoly. 

Ge Cartclization. 

d- Price fixing, both direct and indireot. 
Q THL CHAIRWAN: (2), price fixing? 
A Yes, your Lordship, these other three sections I have 


eliminated. It is (g) in your book. 


GCVERMUBENT OPLRaTION 99 


PECULIAR FIELDS FOR :;: There are some fields in which 
GOVERNULNG OPLHsTION.: 
>: governient can and tradition- 


ally hus in the past functioned. Thus municipal sovern- 
ments almost everywhere arc engaged in the business of 
operating water supply and sanitary projects. National 
governments carry the mails. These projects are not 
always failures. They, sometimes, are operated to pay 
their ways However, it has been saia that in the great 
majority of instances even these functions are unprofit- 
able and in fact are subsidized by géueral taxation. 
buch functions are, however, looked upon as traditional 
government enterprises. 

SPECIFIC INSTanGus OF ; The State of South Dakote 
GOVERNMENT OPERATION ; 


OF NON-GOVENNMENTAL 
BUSINESS BINYERPEISES. 


several years ago endeavoured 


ee 88 of 


to convert its government into 


a great industrial cartel and financial institution. 

among other things, the state went into the gasoline 
business, an experiuent which before its abandonuent in- 
volved losses reaching ~50U,V00. Its other business 

ventures likewise resulted in trugic failure, so that to- 

day the whole sche:ie of governiient operation of business 940 


and private finance has been abandonea in that State. 
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In the United States dur- 
ing the War, the Federal Governuent undertook to op- 
erate the vast railroad system of the country. The ex- 
periment resulted in a loss totalling billions of dol- 
lars. | 

Worth Dakota also entered 
the field of private business in the early and aiddle 
20's with tragic results. 

dhile the tracks of failure 
have been pretty well covered in respect to Russian ex 
periments of recent years, sufficient information has 
come from that country to lead to the conclusion that 
the governiental operation of business there has been a 
failure. 

GOVERNMENT MONOPOLY 941 
ENGLISH 1iONOPOLIES : 
OF THs SIXTLiNTH AND : In the sixteenth and seventeenth 


SEVENTEENTH CENTURIES. : 
centuries attempts were made in 


ingland to establish monopolies both for external and in- 
ternal undertakings with the avowcd motive of protecting 
and stimulating trade and industry. 

In 1906 a comprehensive 
study was wade of the results of the monopoly policy in 
eight industries and the conclusions reached that the 
temporary effect of the monopolies were evil and that the 
lessons taught by their evils were good. 

The lessons taught by the 
evils of government monopolies were very simple, that a 
system of governient monopolies did not and could not 
a as effectively as a coupetitive systen. 


THe BENGAL .iONOPOLY : } 
go 1770, The Bengal Governnent, by 
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interdicting what it was pleased to term the monopoly 
of grain, ey as ues a prices from rising at once to 
their natural rates. 
The effort and its re-~ 346 
sults have been described as follows: 

Lower Bengal gathers in three harvests cach 
year; in the spring, in the early autumn, and in 
December, the last being the great rice crop, the 
harvest on which the sustenance of the people de- 
pends. The December crop failed utterly in 1770 
and fully a third of the population died. ‘This. dis- 
aster stands out in the contemporary records in ap- 
palling proportions. It forms indeed, the key to 
the history of Bengal during the succeeding forty 
years. 

In 1770 the Government, by interdicting what it 
was pleased to term the monopoly of grain, prevented 
prices from rising et once to their natural rates. 
The province had @ certain amount of food in it and 
this food had to last nine months. Private enter- 
prise if left to itself would have stored up the 
general supply at the harvest with a view to real- 
igunp a lereer proiit at a Lever’ perliod: in’ the 
scarcity. Prices would in consequence have inmed~ 
jately risen, compelling the population to reduce 
their consumption from the very beginning of the 
dearth. The general stock would thus have been 
husbanded and the pressure equally Berea over the 
whole nine months instead of being coneentrated upon 


the last six. Instead of this the Government in 1770 


we 
x 2 Kare og : S ad 3 u ‘) A wD Nes Ee tes 
< 5 Dy s By wil i 4 re 5 . Fi Si . : Ro a 
sha * 4 ‘ 3 ‘ ; i = > 
ica : z aes As 2 
z 2, s = = : : 
2 = pore : : bee - , 
s . cae) ot i : et a Ee 
- - sa 4 Z “ + uf =~. . ee _ 
% : 73 3 es 3 é raat 2 , % q 
}! Fe ot i - ; 2 ha ey : Fe 
# Fs ‘ . A 
or r . - . a ! Cees | bs iS fant ° a = a 
= ES P ms tind aes as es 
aa “ ey ss aa “4 oa 
= S ras ta Fis t= 4 . 2 se . 
C . a - my 
hee 1.) ¢ - 
e oes ax . m eae Cee z 
, Aen 2 % F i 
= ie! = = - 
- = ner sie . . a to 
Zi at . - 
: 4; . 4 i S ae = 
“4 =) - f ne + f 
4 assay —_ pas “- + 
5 : = et 
eins a . i ~ 
3 - es 7 a : : et at z * i 
=. ~ sent Sri eae > ait H - 
; : A . it . x Tyas “ ~ s. p= 3 F ore A ; 
' 5 c > : A t g ; . 
: ‘ ' 1 xe - ; 
week Ga 2 woe “J er > ome 7 si asd as Bits . 4 ari z 
“? ‘ c oe z re . iy . t Dee . ~ E; 4 r 
7 Me ana : “i = = : as z Be ies ise wad i <e ? 
Z 2 Saati 2 A 5 , . 
St} > : t . 7 ia a - 6 « . art Fat is = . 
= 5 74 . : 4 : 
an 5 4 r : 
P : 3 ie E . = . : 
; Hon ie EA 5 is s = ae ao i 
<7 ati a 5 = + es Ree a ad a 
= ; é : =Se 3 5 Ree 
: - i rs ~ - -* 33 Pi ~ 
2 a a3 : i sin cv : 5 a = F By 
: -: : : oer = aus ,* Pat -- = = 
> oa - oe % “. - 7 > re mt 
A = ee so) = 
‘ = : - as ont see r = st 
rel - . a = < : ; : =e 
or m2 — . aes a 
x he 2 = : ss = S a 2 ee “ 
Me n= -- ve pa 
= F x >: = > = aks 
. os Ss fe . = os . cas AP os) . aoe = jan 
aoe ~4 =n ns a : 2 : ae a = “25 
4 f3 is r . <= £69 La a my cre = 
i ' fa g = i - = = ae = 3 ; as ey 
+ PY -- ' = ic a S 
‘5 ro, ee Des am Se 2 > 
= =" = 4 2 a = As 
’ 2, = < . ‘3 Gs . ‘ 
= # 5 ; ; ‘ 3 
t « es = Hy . a 
va -~ 


K.L.sSaunders 
= 10,073 - 


prohibited under penalties all speculation in ricee 4 
government which, in a season of high prices, does any- 
thing to check speculation acts about as sagely as the 
skipper of a wrecked vessel, Who should refuse to put 
his crew upon half rations. 

Very different was) the pro- 
cedure of the Government at the time of the famine of 
1866. Far from trying to check speculation, as in 1770, 
the Government did all in its power to stimulate it. In 
the earlier famine one coulda hardly engage in the grain 
trade without becoming amenuble to the law. In 1866 
respectable men in vast numbers went into the trade; for 
the Governnent by publishing weekly returns of the rates 
in every district rendered the traffic both casy and safe. 946 
Everyone knew where to buy grein cheapest and where to sell 
it dearest, and food was accordingly bought from the Gis- 
tricts which could best spare it and carried to those 
which most urgently needed it, 

In 1770 the price of grain, in place of promptly 
Pisvosto, unree healt pence a pound as in loou-oo, °con= 
tinued at three farthings during the earlier months of 
the famine. During the latter months it advanced to two 


pence, and in certain localities reached four pence. 
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EGYPTIAN COTTON MONOPOLY. ; 


ea a ee 


(1805-1848), the profitable cotton traffic was a 


Under Mohammed 4li 


State monomoly, and was the chief source of income 

for his great military expenditure. He sold cotton 

to Europe at the commencement by employing alternately 

a small number of Alexandrian merchants, among whom 

all kinds of unserupulous influences made themselves 
felt. In 1835 public auction sales were introduced, 
and the cotton sold to the highest bidder. After the 
cotton crisis of 1636-37, the Pasha sold his cotton 
direct to Hurope at a fixed minimum price. But this 
system was ebandoned in 1838 in favor of the former 
method of private settlements. The want of interest 
taken by the farmers in the cultivation of cotton, 

owing to the monopoly, hindered its development. 944 
"The Pasha had to limit the cultivation of cotton on 
those acres “hich he could control through his officials. 


In 1842 the State monopoly on agrisultural products 


was abolished." 


SPANISH MONOPOLIZE. :; 
: Professor Keller, deseribing in 


1908 the Spanish monopolies, said this: 
"Tt has been stated that the woes of Spain were 
"due prevailingly to bad government, supported or 
Nat least unchecked by public opinion. It is to 
‘he noted, first of all, that, the government, par- 
"tdally in consequence of its sense of divine guid- 
"Nance and universal responsibility, was, through 


Nall the earlier colonial period, possessed of a 
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"very monomania for regulation; regulation not 
"alone on the grand seale, but also upon one of 
"pitiful and incredible pettiness; whose sordtd 
"and fatuous detail the specialist alone is 
"called upon to follow. In general, however, 
"regulatory measures touching the industrial organ-~ 
"ization turned upon theory derived from medieval 
"Sources, or represented contredictory experiments 
Tin time of trouble, pursued with no adequate idea 
"of economic laws; or took their origin in an 
"ever more insatiable hunger for rovenue. Out of 
"her past Spain retained contempt for agriculture, 
"industry and trade, especially upon the small 
"scale; while, therefore, such vital improvements 
Nas those of irrigation, communicetion, and trans- 
"“nortation wero neglected, the government spent 
“its efforts in making detailed and rigid rules 
“for the movement and salo of goods, with the 
"result of crushing free competition; for trade 
"was thus subjected to a system of costly and 
"harassing examination. In contrast with the 
"modern system, the object was the protection of 
"the consumer. Preference was accorded to the 945 
"euild system, under close scrutiny frauds, 
"ectual and imaginary, were guarded against; 
"prices were regulated, exportation prohibited. 
"All this left no time to keep the currency sound, 
"and the immediate result, as far as the machinery 


"of government was concerned, was an endlessly 
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"complicated bureaucracy. 

ih When, now, suogh Lll- 
"advised measures had procured @ paralysis of 
"economic life; the inexperienced government of 
"Nand igno¥ant and passive people was driven to 
"make changes whose appropriateness could be but 

"qa matter of chance. Folicies were adopted and 
"reversed with utmost Inconsequence. 

a} But it was when revenus 
"considerations are added to our category that the 
“worst economic conditions come to light. RMulti- 
"form and exacting taxation, both at the boundaries 
"and within, ground down the productive part of the 
"community. Monopolies; alteration of coinage; 
"“yepudiation of debts, and other forms of govern- 
“mental dishonesty; forced loans; confiscations 

"at slight provocation; the reduction of interest 
"yatos; the indiscriminate farmins of the revenues, 


"inducing deep corruption." 


Ordinarily it might be said 


ere es en ee ae oe 


tnat in view or changed conditions, government monopolies 


in modern times should thrive. There are a great many 
government monopolies being operated today, but recent 


writings convince us that these government monopolies 


have not been successful operations. 
In a recent study by 
Professor Oskar Morgenstern it is said: 
"Public monopoly is an old institution in 
"Surope, but the oldest ones have primarily 


“Nserved....-ethe purpose of taxation......There 
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"emerges from many examples one principal 
"phenomenons..:-once price control has set in 

"new controls of far-reaching scope and import- 
Hanes have to be piled up one above the othor.... 
% The alternative with whioh 
"all the monopolistic agconcies were confronted 
“almost as soon as they had begun to take over the 
"trading of the commodity in question at a fixed 
"Drice was either to discontinue their activity 
"or else to restrict output. They invariably 
"chose the latter way. Production which was left 
Nin the hands of the individual producers would 
"naturally expand as soon as it wes evident that 
"oxpansion was profitable. This inducement to 
"inereased production gained in strength during 
"the period of falling prices. A farmer able to 
"sell wheat to the grain monopoly would grow es 
"much wheat as possible if at tho same time prices 
"for his other produce fell, as they actually did. 
"Phe monopoky, thereforo, cither had to buy excess 
"quantities or control production or set up a new 
Yadditional monopoly. In every case the fact 
"emerges that a trading monopoly pledged to mainta 
"orices after a very short time has no choice but 
"to increase its scope at the cost of further 
"suppression of private enterprise. his is 


“precisely what has happened in every instance." 


He then proceeded to describe the operations of the 


Milk Marketinzs Board in Austria. This Board, he said, 


in 


947 


was originally set up solely in order to keep the price of 
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milk from falling. Soon aftar its organization the 
Board had to intorvens actively in face of declining 
consumption caused by the genoral fall in income. 

The milk price, therofore, had to be increased by a 
special levy which was supposed to give sufficient funds 
to the Board in order te purchase the surplus milk, 
part of which; aftor some time was to be distributed 
at a differentiel price to the needy ahd unemployed. 
Howsver, output ihcreased, the peasants being induced 
to keep more cows in view of the crisis in other 
agricultural products. S00n an increasingly large 
proportion of the total milk production had to be 
turned into cheese and butter, for which there was no 
outlist in the home market. Consequently, both these 


products were exported at dumping prices and sold at 


about one-sixth of the price to be obtained at home. 


48 a result, the deficit of the Board piled up at an 
increasing rate. Finally, in order to stem the over- 
Supply, the number of cows which the larger estates 
might keep was restricted. The price of milk, however, 
was not reduced, in spite of many serious efforts cf 
Consumers, largely due to the fact that a part of the 
distributing machinery betwoen the farmer and the 
consumer would have crumbled. this yeorLdeno:: be Sera 
ated because it was in the hands of numerous stall people 
who could exercise enough powerful political pressure. 
"Such was the experience with the milk regulation 
"which had led to a complete impasse." 
As a better sxample, Frofessor Morgenstern discussed the 
Czechoslovak grain monopoly as follows: 


"High tariffs and subsequent import quotas had 
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“caused the iuternat price of heat to stand 
"substantially higher then the world market 
"price. The consequence was an increase of 
“supply and lack of demand. A series of 
"regulations providing for the obligatory use 

"of a certain percentsge of home-produced grain, 
"and so forth, did not suffice, and finally 
"(1932) a full-fledged monopoly, tekinzg over 

"sll the internal as well as the foreign trade 
"funetions, was established. This monopoly had 
"to regulate primarily the trading of wheat the 
"production of which inereased vhile the cultiva- 
"tion of barley, rye and oats, where the price 
"protection was much less, decreased. An enormous 
"number of officials equipped with automobiles 
“and motorcycles toured the country in order to 
"Supervise acreage limitation, which ensued, and 
"to keep check on the mills with a view to pre- 
"venting the milling and treding of wheat outside 
"the monopoly. However, oven the installation of 
“meters at the mills, rogistering the amount of 
"wheat actually milled, could not prevent the 
“growth of @ ‘bootleg market". Therefore, the 
"decline in consumption shown by the statistics 
"to have amounted to somo 30-40 percent was not 
"entirely a real one. Meanv‘hile, the monopoly 
"accumulated huge stocks, a great part of which 
"decayed owing to bad, although expensive, storage. 
"after the new harvest, this badly damazed 949 
"wheat would be marketed while the newly stored 


"began to deteriorate. 4 particularly curious 
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"device consisted of forcing the peasants in 

"1936 to repurchase some of the wheat formerly 
"bought from them by the monopoly. There seemed 
"to be no more logical way to dispose of the 
“excess of wheat than this strange measure. The 
"whole situation was changed profoundly only in 
"1947-38 when a goneral economic improvemont 
"occurred, largely due to @ rise in world market 
"prices and increase in armaments. The difference 
"between the world market price and the home price 
"amounted in 1929 to 31 ck. per g.; it had risen 
"tor lOcs the, in LYS and Tell in lyo/7r3e.. Ut seoms 
"to me that looking back at this experiment one 
“would subseribe to the statement made in 1956 

"by Mire Feierabend, then president of the monopoly: 
"tThe best means of regulation would most likely 
“have been the free prices! esere 

fl Similar monopolistic regu- 
"lations have been attempted in s number of 
"egountries, for example, in Italy, Holland, sGwitg- 
"erland, JugoSlavia. The technical differences 
"are minor compared with the great goneral exper- 
"“ience. All have had to proceed to further and 
“more far-reaching Mee ny eoen and all have come 
"to a deadlock. In particular it must be asserted 
"that there is no shade of proof that these 
"monopolies have contributed in a positive manner 
"to help ovorcome the depressions in the respec- 
"tive countries. Besides, they have imposed a 
"heavy burden on the consumers, who had to pay for 


"their follies, et a time when the decline in 
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"income was widespread." 

Frofessor Morgenstern concludes: 
"It ts not surprising that public monopolies 
"have even been incorporated in a whole nevi 
"philosophy of the state, The idea of the 950 
"'teorporate state' expresses this zlorifica- 
"tion by forcefully creating hosts of ‘corporate 
"pbodies' which are nothing but obligatory cartels 
“having the power to control nev investments in 
"their respective industries. The practical 
"result is that they tend to eliminate every 
"trace of new competition vhich might appear. 
"They, therefore, deserve to be mentioned here, 
"albeit they do not yet function in a very per- 
"fect manner, even in such countries es Italy 
"where they are to be the very basis of the state. 
" To sum up: The experience 
“with public monopolies, which were thought to be 
"suitable instruments for stabilizing prices or 
"production, has been most disappointins for the 
"covernments and the people- They are expensive 
"for the consumer; they are exceedingly bureau- 
“cratic and they have to widen their scope and 
Noxtend their interferences far beyond the field 
"originally assigned to them. Their history 
"Shows fewer interesting features to the economist 
"than their wide range might make one expect. 
"They will always occupy, however, a prominent 
"place in that great field of measures which 
"might appropriately be called the 'rathology 


"of economic policy'. Harsh as this opinion 
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"may seem, it is sufficiently supported by 
"facts and analysis." 


MR. COMMISSIONin LEIPSHTP: Bofore you pass from 


rm) 


that question of monopoly, have you anything at all 
to say, have you considered the guestion of whethor 
there is anything in the nature of a monopoly so far 
as this particular province is concerned? 

A No, I do not know. 

& In the O11 Industry? 

& Noe The only reason I reac this into the record at 
811 was just in case it might be of some value to you. 
Personally, I talked to ir. Mecleod and I did not want 
to put it in the record at all. 

<q, I was asking you just te consider the case of this 
provinee as to whether there is somthing in the nature 
of @ monopoly in the Oil Industry in the province? 

v2) I know of no such thing in this province. iL think in 
this provinee you have free and open competition. 

& “het, in your opinion, is that competition? 

b Veli think 34 ts something Like this, Sine’ i have 
got some merchandise to sell. You may vent my 
merchandise or you may not want it but you may want 
merchandise of @ similar character. If I can persuade 
you to buy that, then I am a successful seller. If I 
cannot persuade you to buy it but somebody else that 
may be more persuasive than I who hes a similar article 
can persuade you to buy it, he is the successful seller. 
In other words, it depends upon what I make and my 
ability to persuade you that is the article you need. I 


think that is free and open here in Alberta. I think it 
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is free and open over this North American market. 

I can see your picture as you give it, of smerica. 

But what can successfully comyete in this provinee, 

in your opinion, with Turner Valley crude, manufactured 
or refined in this City for instance, over an extended 
period? 

Well, I have not the slightest idea because I do not 

know your Canadian picture, I have carofully tried to 
put the general industrial picture in here, leaving 

to Mr. Meltabarger the other. I know you have production 
down in Turner Valley but I confess my ignorance that L 
do not know its characteristics, I do not know the 
refining capacities, I do not know the qualities of that 
crude or the gasoline that comes from that crudee I am 
sorry to tell you that I just have no knowledge of the 
Provinee of Alberta, or have simply a general knowledge. 
You have not considered at all the possibility of real 
competition over an extended period from the Montana 
field in this province as compared with Turner Valley? 
No, I have not. My thought is that competition finds | 
tts way into a market. It is something like a brook 

you might dam up. The water Will get to its leverl 

Some time, somehow. shat local forces may do that I 
Cannot just discuss with you because while I have enjoyed 
coming in the Province of Alberta, it has boen very 
infreguently, not ower three or four times in my life and 
I have made no study of it. I just cannot comment on it. 


I am sorry. 
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CARTELIZATION 951 


GERMAN EXPERIENCE: 
: German experience with 


cartels formed tc control output, sales and prices, 
provide some valuable suggestions and also salutary 
warnings against the orrors of policy which have 
brought many German cartels into disrepute and aroused 
@ strong anti-cartel sentiment in that country. For 
instancc, Germen cartel prices have in some cases 

been fixed at levels designed to assure profits to 
high-cost production units or to yield returns 
satisfactory to overbuild industries that should be 
encouraged to reduce existing plant capacity. Such 
efforts tc raise profits by agreement as a means of 
avoiding readjustments that ought to be made are 
socially undesirable and costly tc the consuming public, 
which is foreed to pay the price of industry'ée refusal 
to progress. It might be said here that cartelization 
fosters this type of refusal. The period of denression 
disclosed the basic instability of organizations that 
indulged in such practices. 

Your Lordship, if this 
information as to cartels is not of interest to the 
Commission, I would be very glag not to clutter your 
record with it and eliminate it- 

THE CHAIRMAN: I would like to hear it. 
You would like to hear it, Sir? 
Yes. 
952 
THE COPPER CARTEL. : 
: Not so many years ago 
foetoner 1926) there was founded in the United States 


& copper cartel - an agency (Copper Bxporters, Ina.) 
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formed by United States producers under the -ebb- 
Fomerene Act of 1918. Voting membership wes confined 


to United States producers, but foreign producers were 


admitted so that 90j of world production was represented. 


The cartel was @ price cartel with strict control cf 


Sales channels and extended only to markets outside 


the United States, although, it also exerted a dominat- 


ing influence in domestic markets. 

The purpose of the cartel 
vas to eliminate speculation or to restrict deliveries 
to England in order to force the sale of stocks of 
copper used in England for speculative purposes which 
were thought to cause wide price fluctuations. In 
Short, the purpose was to stabilize the price ata 
more remunecrative level. 

The English stocks were 
elimineted from the syeculativo market and copper 
prices, through the control of supplics, strengthened. 
Stocks, diminished and production was increased. The 
price rose from 12.9 cents a poung in October 1927 to 
24 cents a poung in March 1929. 

From april Logs) cor Apr i. 
1930, the price was unchanged at 18 cents @ pound, 
Copper Exporters, Inc. being credited vith pugging the 
price effectively at that figure during that period. 

Even prior, however, to 
the 24 cent price of March 1929, foreign purchasers 
had begun to curtail purchases and by Merch of 1929 


exports showed a sharp drope 
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The 24 cent price 
and the 18 cent fixed price in conjunction with 
the cartel and the more efficient methods of 
production caused a widespread feeling among 
foreign and domestic consumrs that excessive 
profits accrued to the copper producers. Foreign 
buyers looked upon the organization not as a stabil- 
izing influence, but a device for exploiting a 
monopolistic position. 
This resentment, vith an 
18 cont price, had the following results: 
ae It curtailed purchases by Huropean 
customers. 
be It caused substitution of other metals, 
Farticularly aluminum. 
Ge It encouraged investment of European 
Gapital for faster development of copper 
resources, particularly in the Belgian 
Congo and xhodesia; which in 1951 ana 
1932 wes serimsly disturbing to other 
companies operating in other countries. 
gd. It retarded the curtailment of production 
and stimulated s large increase in the supply 
of scrap copper placed on the market 
Finally the efforts at price stabilization were discon- a 
tinued in April of 1930. From that time the price 
declined to 5 cents a pound in July 1932, a drop of 79.4 
in less than three and one-half years. 
"The new developments in the Copper Industry, 


"such as the extending use of the selective 
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"flotation process, the preparations for 
"opening new mines in Canada and Africa, and 
"the extending market for copper in new public 
"utility enterprises and other industries, con- 
"fused the picture and obscured a broad vision 
"of the fundamental forces at workeececeee 
a Through Copper Bxporters, 
"Ine., @ planning agency of s sort was set up 
“Nand virtual control of a substantial portion 
"of the industry was established. MWevertheless, 
“demoralization of the market was not prevented 
It has also been said in respect to this experiment: 
"Onee more in 1930, the copper industry convinc- 
“ingly demonstrated the futilitiy of attempting 
"to set aside the law of supply and demand by 
"maintaining a price level higher than normal 
"in the face of a decline in the general level 
"of business activity and other commodity prices. 
"Such attempts usually give a false impression 
"of success when busincss is expanding, but they 
"merely serve to accentuate the evils of depression 
"when business is declining." 

Q MWR. PLOTKINS: At this point I would like 
to ask a couple of questions. Do you recall a number 
of years ago, a very short number of years ago, there 
Was a conference of all Oil Company heads in Faris for 
the purpose of restricting production on a world basis 
and stabilizing prices at profitable levels? Do you 
recall that? 

5 We, Sir, I have no knowledge of that nor have I heard 


about it until just now. 
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@ Thero weré two such confersances. 
THE CHAIRMAN: well now, if he does not 
know about them ..... 

Q MR. PLOTKINS: Then do you know of the 
existence of an Fxport Corporation in the United States? 

A No, I do not know of the Export Corporation either. 


Q Or the Oil Hxport Corporation that was allowed by the 
United States Government under a special Bill. That 
was formed only e few short years ago? 

A To be very frank with you I have a faint recollection 
of it but I know nothing about it. 


L-sees, That is all. 


£9 


4 In other words, I will tell you why. Since 1926 I 
do not think I have been in one job over two years. I 
have been trying my best in that time to forget the old 
ones and learn the new onos. There are a lot of things 
going on in this industry that I do not know anything 


about. I would like to confess my ignorance 


CARTELIZATION aS COMPARED ‘ITH FREE ENTERPRISE OL 


TEX4S'S OBSERVATICUS. 
Those who, like Texas, 


operate in the United States and Canada under a compet- 
itive system of free enterprise and in some other 
countries under a scheme of cartelization invariably 
favor the former because 

le It permits of better price performance from 

the consume r point of view; 
2. It gives aiey to initiative; 
3e It prevents the freezing of business and 


the closing of the doors to new commerce; and 
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4. It functions eutomatcially, permitting 
inexorable economic laws their full play 
while cartelization frustrates or endeavors 
without success to frustrate; the working of 
these laws while at the same time suppressihg 
the progress arising from initiative and 
competitive pressure. 
On the other hand, cartelization artificially maintains 
the weaker, less efficient, undesirable slements of the 
industry in a position which is unjustified economically 
or otherwise. It leads to all the artificial restraints 
hereinafter discussed and to ultimate cecllapse. 
THE CHAIRMAN: This other material rempins 
in, and appears elsewhere? 


4 No, Sir. It does not. That is left in your book. 


@> 


Are you stopping at 954 and then you go over to 971? 
A That is correct, Sir. 
MR. COMMISSIONER LIPSET?: Then Pages 955 to 970 
inclusive are out? 
THE CHAIRMAN: Just allow us a moment to 
look at this. 
MR. MACLEOD: My Lord and Mr. Commissioner 
if you will let us have those books at lunch I can remove 
the pages. 
TH CHALRMA N: Yes. Et is a rather interest- 
ing story you are eliminating about this Culifornia agency? 
A I do not know a thing about it Your Lordship, and I really 
prefer not to put it in. 
Q MR. FRAWLEY: That is the agency that was 
set up under the MN. R. A. by the Petroleum Administrator 


or in conjunction with the Petroleum Administrator? 
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Yes, but I do not know enything about it, Mr. Frawley, 

and I an not want to put it in evidenco. 

THE CHAIRMAN: Vell, you are the witness 

and you can certainly withdraw anything you wish. 

Thank you, Your Lordship. 

All right, we are at page 971? 

I think I am down to the last paragraph on page 971. 
The experience of 

operators under the two systems invariably leads te 

the conclusion that only those who fear the risks 

of competition desire to operate under the frozen 


system of cartelization. 
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KINDS OF PRICE FIXING: 
attempts at price fixing by government 


flat or other governmental action have been of two kinds: 
(1) Direct price fixing, involving the establishment 
of vrice levels by decree, and 
(2) Indirect price fixing, resulting from production 
or consumption limitations. 
Direct price fixing has involved three general types: 
(1) The fixation Of minimum prices usually designed 
for the protection of sellers. 
(2) The fixation of maximum prices usually designed 
for the protection of buyers, and 
(3) The fixation of both minimum and maximum prices, 
designed, theoretically at teases the protection 


of both sellers and buyers. 


DIRZOT PRICE FIXING 1022 


AN ANCIENT ID%4. 
Government price fixing in some form 


has been practised for centuries. 
It was attempted as early 
as 1100 B. C. in ancient China. 
It was attemoted again in 
S01 A. D. by the Huperor Diocletian. 
It was also attemtped ‘in 
ancient Greece. Xenophon tells us that an Athen prices of 
grain, particularly imported grain, were fixed in an effort 
to control speculation. LOS 


IN GENERAL. ; 
: From time to time since those ancient days, 


in practically all countries of the world, price fixation 
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by decree has been attempted. The one outstanding character- 
istic of these attempts has been that they have always ended 
in fgilure. 

Thus we are told that "never 
in all history.......has artifical price fixing proved pussible 
for any appreciabie length of time. Never in ail history yet 
to be written will successful defiance of the law of supply 
and, demand be recorded." 


Te GHC TAY error ss 
s woetkh, in his Cescription or the 1024 


attempts by ancient Greece, discloses the harassment of the 
government in those efforts. 

Lysias, in his oration against 
the grain dealers, describes the attempts of the harassed 
eovernment to control speculation in prices. Lysias railed 
against the speculators, though nerhaps he did not recognize 
that government harassment was due, not to the speculators 


sO much as, to the impotsnce of the guvernment to fix prices. 


BUTCH RIVOLUTION. : 
* And we are told on enother vesasion 


r 


Toe verwie. tuimame.poInt of ithe great, Dutehs revolution 

(1584 - 85), so far as it concerned the provinces which” 

in 1904 constituted "Belgium, was the famous siege and capture 
of Antwerp. The siege was long and the resistance obstinate 
and the city would probably not have been captured if famine 
hed not come to the assistance of the besiegers. It is 
interesting to inquire.what steps the civic authorities had 
taken to nrevent such a calamity. Finding thet speculators 
were accumulating and hoarding un provisions in anticipation 
of @ season of high orices, they affixed a very low maximum 


price to everything which could be eaten, and prescribed severe 
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penalties for all who should attempt to take more than 1025 
the sum by law decreed. The consequences of this policy were 
twofold. It was a long time before the Duke of Parma, who 
was besieging the city, succeeded in so blockading the Scheldt 
as to prevent ships laden with eatebles from coming in below. 
Corn and preserved meats might have been hurried into the 
beleaguered city by thousands of tons. But no merchant would 
run the risk of having his ships sunk by the Duke's batteries 
merely for the sske of findirg a market no better than many 
others which could be reached with no risk at all. The 
business of government is to legislate form men, as they ars, 
Not as it is Supposed they out to.be.. If provisions had brougis 
& high price in santwerp they would have been carried thither. 
As it.mas;, the city by its own stupidity blockaded itselr iar 
more effectually than the Duke of Parma could have done, 

"In the second place the 
enforced lowness of prices prevented any general retrench- 
ment On the part of the citizens. Nobody felt it necessary 
tO scoOnomize. “So the city lived in high spirits until ail 
at once provisions gave out snd the government had to step 
in again to palliate the distress which it had wrought. im this 
Way & bungling act of lefislation helped to decide for the 
worse a campaign which involved the territorial integrity 
ané future welfare of what might have become a great nation 
performing a valuaple function in the system of European 
communities." That author was John Yiske. 


EY GLAND. 
: Holdsworth, in his A History of English Law, 


describes many of the “nglish efforts in this direction, 
including, among others, the Statutes of Laborers, and the 


Corn Laws. 
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Then he says, "It is clear that 
the legislature still tcok the view that a fair price.... 
must be charged for food and other necessaries..... Statutes 
directly fixed, or empowered certain persons to fix, the 
prices of wine and coal..... The law as to forestalling an@g 
regrating.....was still reliec upon to prevent an artifical 
PISS INV rces Oy teens OT (speculation ....Butv.s. 1G le Clear 
sesstnet wie le@istature, in 1lts regulation of.....prices, 
will tend to rely less on measures directly prescribing their 1027 
amount and more upon legislation, such as that designed to 
encourege egriculture, waich will ensure @ low price py 
providing an adequate supply.” 


FRING? . 
a. EUS ay ‘ue ° 
TLCOUrney) wi ies) study concerning food contrel and 


price fixing, tnerevolutionare France, descrided in detail une 
causes, working, and effects of price fixing, in France during 
the revolution, and particularly the famous maximum law of 
1793. The arguments in the convention relative to that matter 
ran the whole gamut from the principles of economic Liberty 
advocated by the economists of the day to the radical abstrac- 
tions of Robespierre and his followers, who swept commerce 
aside by maintaining that “the food necessary to man is 

Sacred ase.biis iiselr”® end “the, fruits of ~(hegearth.) ice 

the atmosphere, belong to all men." These were pretty ideals, 
but not so pretty that they cannot be destroyed by a heedless 
disregard of economic forces. One of the most interesting 

of many sugsestions made in the convention was that of 
Barbaroux, who advocated a “plan to form local associations 

to collect ana circulate information about the crops, in other 


words for coercion he would substitute cooperetion, believing 
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that the French citizens, farmers and merchants included, 1028 
would not turn a deaf ear to an appeal for common action 
against the oncoming peril, famine .” Price fixing finally 
became, in spite of these wernings, one of the chief charact- 
eristic features of the Reign of Terror, and when Robespierre 
and his councilors passed through the streets of Faris in the 
carts of the executioners, the mob jeered, saying, *There 
goes the dirty maximum." 

The "Law of the Maxinum" 
above referred to was a law passed in May 1793, by which grain 
prices were rigidly fixed. This .law"provided that each 
merchant or owner of grain or flour should forward to the 
eovernment a@ return giving the quantities in his possession. 
These quantities, under the law, he had to sell in the public 
merkets at the fixed prices. The consumer, on the other 
hen, could nowiway in suppiles for more ‘than & few gaye, 
ard had to obtain the permission of the municipal authorities 
to do even that. The price fixed for flour was the lovest 
price between Is t January and lst May, 1793, and it was 
providec that those who sold flour above this maximum 
should be fined, and those nreventing stocks being made 
available were liable to the penalty of death. Subse- LC2g 
quently the convention equalized the price of flour all over 
France, and fixed the price of wheat at 14 livres per kilo- 
eram. In September, 1793,...the Convention settled maximum 
selling prices for meat, cattle, lard, butter, oil, fish, 
vinegar, brandy and beer for a period of one year. It fixed 
too the prices of conbustibles, candles, soap, sugar, metals, 
tobaceo, raw materials, saleries and wages. The basis on 


which the rates were determined was that the maximum selling 
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prices of the comuodities should be the average prices 
ruling in the year 1790, with 33-1/% percent added.” 

The results were so 
unsatisfactory that the law was first amended so that the 
"selling price should be the cost of moduction, with five 
percent added for the wholesale merchent, and another five 
percent Tor the  reteil “merchant yt andeute Cost a 
transport, if necessary. The law was finally repealed, after 
the people had repelled against it, on December 23rd, 1794. 

aS @ result of these experi- 1039 
ences in trance, many of the French economists ovposed ‘price 
tixing sugeestions during and following the World War. 

Or example, 4olla denounced price fixing as an, economic 
measure and urged increased production. It was his, view that 
the farmer should be left free to cultivate his wheat es he 
wouid end. to,sell it at the prices established, in they tree 
and open merket. 


COLONIAL GEORGIA. ; 
; The experiences in Colonial Georgia 


to fix prices for silk worm cocoons delivered in Savannah 
for the purpose of encouraging silk culture, eventuated, 
we are told, “in little else than continued dissppotntment." 


GCOLUNIAL COMNGCTICUT. ; 
; Other very interesting colonial 


experiments were thoseof Connecticut. 

Inwthey Madinot 1776, she 
Colony fixed meximum prices for a number of commodities. 
Orne of these laws lasted but a month and another about 


six months. 


Thereafter in 1778 and 


1780 like legislation was attempted but was soon after 
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passage repealed or entirely disregarded. 


teak, 
f 


OTE rao bOTh AL BEFORES tae 
: Many others of the colonies 


passed like laws,and, as we shall hereafter se=, these 
laws ended in feilure. 

It was reported in the 
Journals of the Continental Congress that "It hath been found 
by experience that limitations upon the prices of commodities 
are not only ineffectual for the purposes proposed, but like- 
wise productive of very evil consequences to the great detri- 
ment of the public service anc erievous opnression of 
individuals." 


PINLEND B.D SV EDEN. b 
* And, in morey recent timesy we Tands "L052 


Se bricTvaceount of the Timber E2xporters’ ““ssocdtaticn or 
finland and Sweden, which forced minimum prices for sawn 
POOodSs, theinricesiavarying according to the district from 
which the goods were shipped. The scheme was not success- 
ful.aned the union broke up in July 1921, 


PMERICA PAR BUREAU The American Farm Bureau Federe- 


FLDNRATION. 


ee e828 se 


tion announced its disbdelief in 


government price fixing for agricultural comivdities on the 
erounds that such a policy was unsound and had theretofore 
failed to serve the purpose for which it was intended. 

Phot. is in the Report for the year 19235 to 1924. 

TH! CHAIRMAN: I think we will just stop until 
a querter t6, which will eive you & little rest. 
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THE CHATRMAN: Mr. Frawley and Mr. Flotkins - 
Mr. Nolan is not here - we were just talking with Mr. McLeod 
in there with a view to saving work for the Witness and time 
for everyone, as to whether or not it might not »e possible 
for us to have this on the record, but to take the quotations 
as read. Theat is to say, we want every submission that is 
here, but as you will have noticed, there are different 
quotations from different writers that merely support the 
submission. They add nothing to it - they support it. 

They may give it force, but they do not enlarge the sub- 
mission. That was Mr. McLeod's suggestion, which I thought 
was a reasonable one, thet perheps some of this reading 


could be saved if that was agrecable to sil of you. 


MR. FRAWLEY: I think that was @ good idea. 
MR. PLOTKINS: we Will have an opportunity 


to reat it afterward. 
It will be in the testimony, anyway. 
THE CHATHMAN : Yes, it will, bevin the records 


It is merely that we will take the quot: tions “s re-d. 


REASUNS FOR FAILURE 1033 


CONTROL OF ECONOMIC LA'S 


BN AN Ss Nd ok are 
One of the principal reasons for the 


failure of such efforts is the fact that economic laws cannut 


be thus controlled. 


"Pricercontrol," we have been 
told, "has been a primary motive in the organization of many 
centralized cooperative association.....Arbitrary price con- 
trol....fails because it stimulates production while at the 


same time restricting consumption." 
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ANCTENT ROME. : 
: Even though the death penalty was 


prescribed for anyone wh» disposed of his wares at prices 
higher than those set forth in the edict of the Emperor 
Diocletian issued in 301 A.D., the effort resulted in failure, 
"because of its impotence in correcting the condition of 
effairs” it was designed to cure. 
Lectantius ia O14 A. D. 1034 

writes as follows of Diocletiar and his edict: 

i After that the many oppressions which he 

*put in practice had brought a general dearth upon 

“the empire, then he set himself to regulate the 

PoLrices oL1yveliivendible things, There wes aiso 

*much blood shed upon very slight and trifling ac- 

"counts; and the people brought provisions no more 

"fo markets, since they could not get a reasonable 

"price for them; and this increased the dearth so 

“auch, tat at,last arter many had died by £04. tie 

"law itself was laid aside." 

One of the difficulties about 

price fixation is that it produces the withholding of sommodi- 
ties from the market. 


A CANADIAN VIEVYOINT. : 1035 
; Experience confirms the verdict 


of history that the moment a government attempts to Tix 
maximum prices, it sets in motion forces which react to the 
injury of the poor even more than to the injury of the rich, 
as in the case of the Royal Sugar Commission of England in 
the handling of sugar during the ‘ar. 

Evasion is not the greatest 


objection to fixing prices. The vitel objection is that a 
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maximum price, if it achieves its object of lowering the 
price below the market level, discourages production and thus 
accentuates the scarcity which is the root cause of the 
consumer's trouble. The chief mistake of the price fixers 

is thet they fail to realize the widely dirferent costs of 
different producers and set a sort of average price. 

“we must conclude that the over- 
whelming weignt of evidence is against a policy of fixing 
maximum prices. “hile an easy solution to the problems of 
profiteering ana Une distress of the consumer, it fails to 
accomplish the objects sought and it has a multitude of 
unforeseen consequences which are frequently worse than the 
Origine evils. 


PRICE QrxAIMG TLLIBARAL. : 
; Another author, in discussing 


governmental ‘orice fixing, concludes that price fixing, 
particularily in peacetime, is an illiberal, backward policy. 
* Parallel with the path of progress from 
*autocracy to democracy lies another path which 
leeds from authority to liberty. A&A state of 
"war puts us back several stages in both paths 
"or progress. - A general policy of price fixing, 
"however democratic the government tht adopts 
“ith as"en Piliberal rather than a diberel policy. = 
"for centuries before 1776, medieval governments 
"were trying to fix prices. If we adopt a general, 
tndiseriminating policy of pricé Tixing as a part 
"of a permanent peace program, we shall be going 
‘backward rether then forward toward a regime of 


"voluntary agreement among free citizens. 
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. The ideally just price is one which will 
"secure a balance between production and consump- 
"tion. It should be high enough to induce pro- 
"ducers to produce as much as consumers are will- 
"ing to buy at that price. Stated otherwise, it 
"should be low enough to induce consumers to buy 
"as much as ovroducers are willing to produce at 
"thet prices An equilibrium price is theiprice 
“which a price fixing board would be compelled to 
mseek. 

. This equilibrium prices which balances 
‘marginal utilities and marginal costs is the 
"ideally just price because it is the price which 
“secures for the whole community, made up alike 


"of producers and consumers, the maximum surplus 


VOlewuULL lyn Over the disutility ior wcost.., Bngyeether 


*orice would perceptibly reduce this surplus, as 
"sould be Gasily illustrated by the use of, the 
“well-known utility and cost curves if such 
"illustration were needed, This equilibriun 
"price is precisly the price which competition 


ton a free and open market tends to establish." 


MONOPOLY OF PRODUCT. : 


ENGLISH COR” LAS. 


The fixation of prices, even when 
the goods involved are under the control of a monopoly does 
not work, because such price fixation induces competitim 


of synthetic products. 
The policy of Tlxing prices 
of Chilean nitrate was abandoned in 1926 or 192” for this 


very reason. 
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corn laws of the late eighteenth century prescribed a set 
of elaborate and highly technical regulations. The maritime 
countries were crouped into "administretive districts, each 
district having an individual schedule of prices....It was 
the relation these prices bore to certain other prices, 
fixed by law, thet determined this trade.” 
In respect to these laws, 
we have: been told that: 
" The history of the British corn laws 
"may be said to have begun with the statute in 
‘the reign of Henry VI (1436), by which exporta- 
"tion was permitted without state license, when 
"the orice. of wheat or other corn fell below)cer- 
TtTealneprices.::The regulation of .ibenty .of 
“exports and import by rates of price;...had the 
"same practical objection as the various sliding- 
"scales, bounties, and other legislative ex- 
*pedients down to 1846, viz., that they failed, 
"orobably more in that age than in later times, 
"to create a permanent market, and aimed only at 
*a casual trade. When foreign supclies were 
‘needed, they were often not to be found; and 
‘when there was an excess of corn in the country 
ta profitable outlet was both difficult and un- 
tcertain....The prime minister, convinced 
"Yas he confessed, by the arguments of Cobden and 
*the Anti-Corn-Law League, ard stimulated into 
“action by the failure of the potatoe crop in 
‘Ireland, put an effectual and to the history 


“of the corn laws by the famous Act of 1846. 
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"It was provided under this measure thet the 
"maximum duty on foreign whest wes to be immedi- 
‘ately reducwd to 10s. per quarter when the price 
"was under 48s., to 5s. on barley when the price 
“was under £6s., and to 4s. on oats when the price 
“was under 18s., with lower duties as prices rose 
MADOVE VREPS I isures; "but the conclisives part oF 
‘the enactment wes that in three years - on the 
‘lst of February 1849 - these duties were to 
*eeasc, all foreign corn to be admitted at 
fa duty of Ls. per quarter, and all Torelen meal 
Pend«Thour tat verduty or 42d. pervowte. . vin L902 
Ve™registratvion duty Gf sd. per Cwi. wasimposed 
"OO Amportved corn....The duty was, however, \re= 
“nealed the following year.” 

The Corn Statutes or these 1039 
yeers are simply a record of the impotence of legisl: tion to 
maintain the price of a com odity at a high point when all the 


hatural* economic’ causes in operation are opsosed to 10% 
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it tie ECxOeriments of mmeland during the Colonial 
Gerlode he price Gr Deaver had been Tixed, but when the 
Sale of corn was forbidden to the Indians the latter refused 
+o sell beaver at the fixed price. As @ consequence, the kw 
was renealed. 

OG no wer OCeas ions eres 
haa been tixed et certain prices, and to offset this intéer- 


ference the Court in 1654 limited the rate of profit at four 


penee in the shilling of cash cost in tmgland on all 
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importations of provisions, clothing, tools, or commodi- 1040 
ties, except cheese, wine, oil, vineger, and liquors, which 
were left free on account of the extre risk they occasioned... 
In 1635 the Statutes....for limiting profits to four pence 

in the shilling, and for fixing ratesof wages, were .1l 
repealed.” 

In Massachusetts in Janvery 
1777, a law was passed imposing “maximum prices for almost 
all the ordinary necessaries of life: food, fuel, and wear- 
ing anparel, as well as for dey labor.....The prices named 
in the law anplied to Boston. For other towns the respective 
selectmen were authorized to regulate prices in accordance with 
this scale, making the necessary allowances for differences 
Piece COS) Ol aren sport. tion....50 Tar as achieving 2te 
immediate aim was concerned, ths measure was a failure.” 

In June 1777, a second law was passed, on the ground that the 
prices fixed by the first were"*not adcquate to the expense 
which will hereafter probably be incurfed in procuring such 
articles." This law authorized the selectmen in the various 
towns, as often as once in two months, to fix prices for 
labor, and for necessaries of life. Prices were named for 
the most important commodities. 

In September, on the ground 
that the price fixing measures ‘have been very far from 
answering the salutary purposes for which they were intended’, 
the General Court completely repealed both laws." 
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themselves. The development of the industry was at ome 
checked and production ard exports pegen to decline. In 
respect to this, the Canadian Bank of Commerce wrote: 
It cannot pe expected thet new capital 
"will seek employment in an industry in which 
“selling prices are arbitrarily fixed at a point 
‘which in the opinion of the practical men does 
PRoOreproyide © Ssuiticient maresin of profit ene 
Mew ceserve agoinst the Hazards of the times, 
7 If the extreordinary demand is to be met, 
more plant will be essential; yet very little is 
"being built. ‘ine cost of new plant would be now 
"about double whet it would have peen in nre-war 
“times, and prices for the chief paper products 
"are regarded as inad!quate to provide interest 
‘upon the necessary capital and a sufficient amount 
"Tor depreciation so that the fixed charges may be 


*tnormal after the war. 


i The investigations being carried on are 

“not yet completed end the restrictions as to price 
may be, therefore, only tomporary. It is how- 
Yever, very important that the growth of .n in- 
"dustry which is able to contribute so substantially 
"to our export business should not be obstructed." 


UNITED STATS. 
: The difficulty with governmsnt price 


1042 


fixing,"it has been said, 'as we know it, is that it proceeds 


upon the b*sis of purcly empirical, superficial comparisons 


and not upon the basis of the dveper economic forces which if 


brings into nlay and the ultimate consequence of the operation 
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of these forces. Thus the price of wheat has been 
governmentally fixed at 4.2.25 a bushel for the crop of 
L917 and se. Tor*the Lele crop. “Not las atresult of ary 1043 
thorough-goins celculation of the effects of these vrices in 
the way of decreasing consumption on the one hand and 
increasing production on the other, but really upon the purely 
empirical ground that the wheat fermer ought to be abundantly 
Satisfied with orices twice as high as he formerly received. 
Wimilariy, the prices oT enthrse= 
cite and bituminous coal have been fixed, not on a basis thet 
assures the most energetic possible production at every work- 
DY the government euthorities, account “also belme Taken or 
the prices*ror coal to which the public has been accustomed 
im the past. 
"The trouble with this method - 
in the United States as elsewhere where it has beer tried 
(1918) - is that it fails to stimulate the energies of 
producers and distributors of necessaries. 
"The question is as to cotton 1044 
Will a=similariy’ fixed cotton price continue or relieve 
the three-year inadequacy of the crons?" 
In view of the tremendous 
eotton surplus thereafter created, the question raised by 
this euthor was answered with the passage of time. 


AUSTARALTA. 3 


orn 


aA description of the experience in Australia 
reveals in more detail how in this battle of price regulation, 
economic laws usually win: 


Ms Tt was in New South Vales that the first 


tattemnt was made to regulate the prices of neces- 
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"sary commodities in Australia. This policy was 
"launched before a scarcity from the pressure of 
"war conditions had arisen, and was the outcome 

‘fof high wages end consequent high prices. The 
“workers put forward a demend for the limitetion 

"of the cost of commodities, whilst they were to 

"be permitted to receive higher wages. The Govern- 
"ment yielded, and the test was first made in 
‘respect of butter. A period of dry weather in 

"the dairying districts, which affected the pastures, 
"had led to a reduction in the production of crean 
*and an increase - consequent upon the scarcity - 

"in the price of butter. The rise in the selling 
*price was not in fect serious, but in response to 

"a demand made by the public the Government apvoint- 
"ed a Commission, who took power by statute to fix 
"the price of any commodity necessary vor the sun- 
‘port of man or peast; and, inter elia, a maximum 
"price was fixed for the sals of butter. At that 
"time there was a prospect of large demands for 

‘meat for Europeen countries and for the Allies 

"who were engaged in the war, and prices were fair- 
"ly firm. In these circumstances, it paid the dairy- 
*man to sell his cows to the butcher, send to lease 
"his lerd for pasturage purposes to those who de- 
*sired to fatten stock for the export trade. Ina 
*short time the threatened scarcity became a reality; 
"there was no help obtainable locally, for the ad- 
*joining States were unaple and unwilling to place 


"their product on the New South Vales market at a 


1045 
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"figure which yielded them ro profit. At this stage 
"even the removal of price limitation could not 
“secure redress, as the product was no longer be- 
"ing manufactured. The only alternative, therefore, 
“in response to this continuci demand was to import 
"the commodity from over-seas. In due course ship- 
"ments of butter arrived purchased in America, but 
"it wes’ found that the cost per pourd of the imported 
"article; aiter paying freight and charges; was in 
"ExXcess"Or the maximum rrice previously declared 
"for local sales. The Government, were, in con- 
"sequence, faced with the dilemma of selling at a 
"higher figure which was commercially profitable 
“(and thereby acknowledging that their previously 
"declared maximum vrice was a mistake), or sell at 
"the fixed’ price and ask the taxpayer to make good 


ere" 


re) 


consequent loss; they adopted the latter course. 
This experience was repeated shortly after 
‘with regard to wheat. Ta-dry season had affected 
"the crops, and it appeared possible that importa- 
"tion from outside sources might pe necessary to 
‘meet local requirements. There was also a danger 
"of prices of pread rising in consequence of the 
‘reduced supnly of flour. Here, again, the Commis- 1046 
"sion sterned in end fixed a maximum selling price. 
"The farmer found that it was more profitable to 
“convert his growing crops into hay than to allow 
‘them to “be harvested ‘for (the miller. ‘Those’, again, 
"who held stocks were suspected of withholdins them 


mintid the restrictions should be removed) and prices 
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“should rise again; but so far as the public were 
"concerned, the old story was repeated - an actual 
‘scarcity in the State was established; imnorta- 
"tlons from adjoining States were discouraged by 
"the insufficiency of the declared selling price; 
"and the Government were egain compelled to resort 
"to importations from overseas to meet the urgent 
"food requirements of the community. Large eon- 
'signments of wheet subsequently arrived, but it 
‘wes found thet the cost of the commodity landed 
“in New South Wales was o=r unit in excess of tho 
"fixed maximum local selling price, and the State 
“suffered a heavy loss in selling at the figure 
‘previously decreed. An attempt to control the 
Pyrige, Ot meyeprocuced like results. hater On, 
“when the stress of war conditions pressed upon the 
"people, a limitation of prices was imposed in re- 
“spect of many commodities by both Federal and State 
"Governments. 

uf There was no confomity among the States 

Hof Australia in the matter of fixing priees., lm 
New South “ales and Queensland control was vigor- 
‘ously maintained, and in Victoria it was only en- 
*forced for the prevention of undue inflation and 
tthe restriction of supplies. _In South Australia 


; 


‘very few prices were fixed, and in 'estern australla 
"legislation was virtually a dead letter, whilst in 
‘Hobart no action was taken. These facts give pecu- 
"liar interest to figures published by tlh Comnuon~ 


“wealth Bureau of Statistics in October 1916, show- 
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"ing the purchasing power of money. The figures, 
"relating to 46 items of fsod, including groceries, 
"meat and dairy produce, indicate the amount re-= 
"quired et the beginning of 1916 to vurchase what 
"would “have cost in the year I91L. yy) os. These 
"figures indicate that the increase in the cost of 
"food was just as great when price fixing was 
“vigorously administered as when trade was un- 
"hampered by reguletions. It wuld seem fair to 
‘conclude that limitation by law is not the only 1047 
“factor which has a controlling influence on rising 
“prices. 


ARGENTINA. 3: 
; Another instructive exemoele of price fixing 


in peace times is that of argentina during 1923. An overe- 
surply of cattle brought the price down to 3.50 to 4. 
per hundredwcight. The cettle growers secured a law pro- 
viding that the packers should pay 4 minimum ~rice of 44.50. 
The packers market for this meat was the export trade. 

The irgontin: growers had the mistcken idea that the world 
nesded these cattle and would py the price. But better 
and cheaper meet wes to pe had from Australia undthe 
United States. The packers, therefore, refused to buy and 
closed their plants. The Argentine government soon abandoned 
the experiment on price fixing and the cattis growers were 
then able to sell their eattle on the worle price basis, 


CZECHOSLOVAKIA ; . 
- . Durine the first yeaw ofits history 1046 


Czechoslovakia experimented with governmental price fixation. 
In connection with this. experiment, we are told, "Not only 


did the attempt of the Government to reduce prices by 
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official order fail - it was bound to fail . ceording to the 
laws of political economy - but it had the effect of 
constantly driving prices and costs of production upwards..... 
All this the roople felt to be servitude rather than 
beneficent rule, so that even the most strenuous champions 

of economic control were compelled at length to capitul.- te." 


RUSSIA: 
Ang @ven in Russia both prior to the Bolsnevik 


Revolution and afterward, price fixation was attempted and 
failed. Prior to the revolution, the Supreme Central Po.er 
gave the local administrative authorities complete dis- 
cretion in the adoption of measures designed to relieve tis 
food scarcity, recommending especially the establishment 
Of Tiixea vUrives Ov “articles of rood. ‘The resultiwas. many 1049 
contradictory measures and much confusion. The cnforce- 
menvyor a f£eryeral colicy of price fixing proposed by whe 
Minister of agriculture “was not practicable for the reason 
that the government itself constently violated its own rules. 
The authorized agents of the Ministry of var bought up supplies 
for the army at prices much higher than those officially 
Bi XGO er 

When the Bolsheviks came into 
power "food prices were regulated by the Council of People's 
Commissioners who also fixed the rationing. This was not so 
important, however, as the fact that the people could buy 
articles not controlled by the government at ‘free prices", 
partly from speculators and p rtly in the open mrkcot..... 

"From the very first the attempts 
of the Imperial Government to fix maximum prices on farm 
products had aroused open discontent among the peasants. 


Gorn and other products immediately disanpeared from the LOSO 
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market in the places where the losel authorities tried to fix 
prices.....The first revolutionary Soya iien ae Es forced 
to have recourse to the system of requisitions ead fixed 
prices, hateful as it was to the producers. Having sei ed 

the powcr of government, the Bolchuviks....-s+e,abolished all 
freedom of trade and insugur:tccd a severe policy of fixed 
prices on all necessary articles of consumption. The 
peasants retaliated by refusing to sell their produce, 
whereupon the Soviet Government began its systematic 
campaign against the villages, which continued for about two 


years and ended with the complete Gefeat of the Bolsheviks.”* 


(Go to Page 10,112) 
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1051 
NiwW YORK. 
The abandonment of price fixing of milk in 


ee ee 


New York because of the inability of the Government to fix 
milk prices and make those prices stick is very recent 
history. The law proposed to fix prices by the direct 
method of establishing a minimum to be paid tne farmer and 
a maximum to be charged the consumer. As finally adopted 
the Board's fiats were in subtler form. They established 
a maximum to be charged the consumer and although the 
power to fix a minimum for the producer existed, the exer- 
cise of this authority was to be employed only as a last 
resort. 

On September 5, 1946, the Counsel to the State 
COU TOD Om wieeeonLrOL Ceclared that price rine 
had definitely broken down. He stated that of all of the 
groups of New York thet sent milk to the New York City 
merket, he did not know of one that was getting and keeping 
the fixed price. 

Viecaniery lO. Loo, the abandonment sot sine 
policy was recommended. 

MOVieeoriee: COutrol," 1% was Salida, “nas proved 
an utter failure in New York not because of constitutional 1952 
limitations; not because of defects in the law; not be- 
cause of poor administration, but because it is basically 
unsound. 

"=rice control based on the maintenance of 
minimum prices in a freely competitive industry with no 
Control Or sraduction, is doomed to r4aéiture. To eontinue 
the attempt, with or without modifiec tion of the existing 
awe as Merely to postpone ‘Tecognition wor ahe anevyitenle." 


New York Times, January 10, 1957. 
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Among other things it was cited that forty 
dealers whose dot oarien were licenses had beem denied or 
their licenses revoked for infraction of the regulations 
were still operating without liserises and in most cases 
continuing the practices which led to their revocation. 

A&A special legislative committee was appointed 
to study the situation and on or about March 23, 1937, 
recommended termination of the price fixing law on the 31st 
of that month. The report stated that state-wifle hesrings 
had produced almost unanimous support for the end of price 
fixing because experience had taught that it was an unsound 
economic policy. 

Among other things, this report stated, "The 
primary cause (of failure) has been the influx of milk from 1054 
other states. 

The recommendations of this Committee were 
carried out. 

Merest ter, (on or about May 20,: 1967, another 
bill designed as a substitute for the law to fix milk prices 
was signed by the Governor. The new law autherized produc- 
ers to bargain collectively on the »rice to be received for 
their milk within various marketing areas; it omitted any 
provisions for the fixing of prices to consiimers. 

"Mis bill," the Governor wrote in a memorandum, 
"returns milk control to the milk industry, where it 
belcngs." 

| During the life of the price fixing legislation 
it was attacked on constitutional grounds. Its general 
provisions were sustained. However, the State was held 


powerless to apply its price fixing scheme by prohibiting 1054 
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the sale of milk imported from anoth:r state unless the 
price paid in that state to the producer was up to the 
minimum prescribed by Lew York Stute for purchases from New 
York producers. This cése is interesting from the 
economies point of view. New York attempted to isolate 
itself, discovered that its price fixing schemes induced 
the flow of milk from outside its borders into its borders 
and in endeavoring to apply its price fixing measure made 
an effort to extend its jurisdiction beyond its borders. 


This is not an unusual result in such matters. 


SPREAD OF CONTROL 


CONTROL OF “RICE REOUIRES 
CONTROL OF FACTORS AFFaCT- <: A&A necessary corrolary to the 
ING PRICE. : 

effort to fix comodiiveprices 


aes ent me, 


is the fact that such efforts inevitably lead to control 
orpothers prices; and ,o1.,other factors affecting. price. "It 
faereovernment+controls.the, price.of the necessities, or lite, 
it will have a profound influence on the cost .of living and 
the cost of living is one of the most important single 
factors which determine wages. If the government controls 
the prices of wages, that means the control of profits. 1055 
If the price of farm products is controlled that will 
control the price of land. Thus we have government con- 
weolling the price Or land, rents, wages, and, >rovits., or, 

in other words, being the determining factor in the distri- 
bution of wealth.xxx All we are saying is that, instead 

of being determined by competition, they (people) would be 
controlled at least in lurge measure by government fiat. 

This is a view of the matter that the ordinury man never 


dreams of when he tulks price control, but as President 
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Hadley says: ‘Legislation is essentially a matter of 
remte consequences," and when we talk of price control by 
the government, we must look these ‘remote consequences’ 
Squarely in the face." 

CONTROLLED DISTRIBUTICN : Price control, in the final 


OF WEALTH. 
analysis, means public control 


ee te 


of distribution of wealth, Something that the Government 
is utterly unable to accomplish, first because economic 
laws cannot be thus controlled and secondly because it 
requires a spread of control to practically every phase of 
Our economic life. 


CNNTROLLED PRODUCTION. 
"Price fixing to be suceessful 


Must be accompanied by regulation of production, thus 
artificially bringing supply and demand together, but 

that is impracticable ona large scale. General instruc- 
tions for farmers to act en masse are inadvisable. Neither 
the Government nor the officials of a Farmers!’ Organizea- 
tion can say what activities any individual farmer can 

must profitably follow. xxxx And since the Government 
cannot regulate production, it is in no position to assume 


responsibility for prices. 


FREEZING BUSINESS. 

: Another author tells us that "the 
fundamental obstacle to suecessful price regulation or 
Price maintenance in any purely competitive field of indus- 
try is that it is impractieable to regulate output or to 
close the doors to the entry of new labor and new capital. 


Successful price maintenance calls for something like a 


1056 
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unified monopolistic. control of production, and that is 

out of the question in an industry like agriculture. 1057 
This author might just as well have said that 

a unified monopolistic control of prodw tion is out of 

the question in practically any industry. 


UNIV;RSAL PRICE-FIXING. 
When price Sixiner ts once 


ee ee 


begun, there is no way of stooping it. One cannot thrust 
the ramrod of maximum prices into the delicate mechanism 
of industry and commerce in but a few arbitrarily selected 
places. It is idle to fix prices for a few cereals and 
tubers, leaving other foodstuff unregulated. Such proce- 
dure opens the way to substitution and it may lead to 
total disappearance of the regulated articles from the 
market. if the price is fixed only for milk, .midk mayobe 
CONVeErLeGy into lbunter.. if) the ,~pricé. of butter is eaisa 
regulated, milk and. butter may be converted into cheese. 
if cheese is added to the list of controlled foods, milk 
cows may be converted into beef. If the price of beef is 
also fixed, the farmers may withdraw entirely from dairy- 
ing and Cattle raising and soon until the poliley, in 
order to have any chance of success, is extended to all 
the products as well as to all the processes, the 1058 
materials and labor involved in their making." 

Ye are told that beginning with the promulga- 
tion.of.a.few orders regulating prices, Great Britain 
"reached a stage when practically everything is controlled 
and the greater the control the more complete the confusion 
and the greater the economic loss." 


The .fixing of a "reasonable" price when. the 
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Supply of a commodity is not sufficient to meet the usual 
demand cannot prevent hardships and dissatisfaction. 

Price fixing alone does not solve the problem of koeping 
the poor provided with commodities. In fact "reasonable" 
prices may aggravate the situation by giving people of 
means an incentive and opportunity to acquire ahead of 
their needs, thus leaving the less fortunate ones without 
any supply. Unless some system of priority of distribution 
and of rationing is introduced in connection with price 


fixing, une Lauter 1s doomed to failure. 


POLITICAL PRESSURES AND PPESSURE GROUPS 1059 
COMMERCTaL AND : another of the reasons why government 


POLITICAL DUTIES. 
price, Tixing has inversely pee edge 


eg a 


that 1% creates pressure groups, each of which endeavors 
TO LOTGeWiI tS VLews Winch the price fixing eutnority. seriuce 
fixing becomes political in character rather than eeonomic. 
Dies chier ditficulty in administering a price, Tixing wlan 
is "that it is not easy for officials to undertake com- 
mercial functions along with political dutics." 
CONCENTRATION OF POWER. 

According to Litman, the politi- 
eal danger lies in giving too much power to uncontrolled 
government authority and in mak .ng the people rely more 
and more on the guvernment for action in order to remedy 
conditions which can best be met through the exercise of 
private initiative and through the operation of economic 
laws. The government begins to regulate prices largely 
because of the pressure of public opinion but as the lower- 


ing of prices when there are not enough commodities to go 
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around cannot satisfy the demand, the only tangible results 
of it are inconveniences and disappointwuents. People go 

to the shops in the expectation of obtaining fcod at 1060 
the legal price and after waiting for hours they go away 
empty handed. False hopes are raised and dissatisfaction 

and discontent result. People are made to believe that 

high prices are the result of artificial manipulation re- 
movable at will and not "an inevitable consequence of world 
conditions.” They clamor for stricter measures of control 
and for more regulation. 

ARRAY OF GROUPS : Somebody is always dissatisfied am 


AGAINST GROUPS. 
being dissatisfied, complains, Groups 


arévarreyed against each other in a@ constant clancr for 
PUCOSTOLeCHICn Or selfish interests. The. prive tixineg 
authority prepares price schedules not because of prevail- 
ing economic conditions, but in order to meet the complaints 
Of theiereatestanumber, irrespective of whether or not 
Such price making will ccincide with economic necessities. 

in 1956 the Governors of several agricultural 
states of the United States asked that the President (1) 
raise the prices of their crops (2) hold down the prices 
of the things they buy and (3) reduce the interest rates 
they have to pay. This demonstrates the three phases of 
pressure creation, Each pressure group, wants) the prices 
of the things hessells to »e raised. and, the prices of the 
things he buys to be lowered and his fixed charges de- 
ereased.. 1001 


"Everything in. economie life is interwoven 
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with everything else, You raise one price or cut the 
production of one person and you find a thousand Bther 
prices and persons are affected. No man or gmaup of men 
has enough knowledge or wisdom or foresight to plans and 
control business affairs. When a government tries to do 
this, it finds itself held responsible for-all the results. 
All the clashing interests of different sections and 
classes become concentrated on" the price fixing authority. 
"Business and economic decisions become a matter of poli- 
ties and economic troubles become political discontent. 
nen was a good politician ever a good business man? Has 
@ good economist ever been a good politician?" 

PETROLEUM PRICE FIXING : Te know of no better example 


UNDER THE PETROLEUM CODE. 
to illustrate this creation of 


pressure groups than the experience of the petroleum indus- 
toy ora uns) Worted Steves during the N. Ie Ka As PEUroleum 
Code. 

That code was promulgated on August 19, 1933. 
It became effective September 2 of the same year. Prior to 106 
its adoption, one fection in the industry favored the in- 
clusiom “in the’ Vode’ of price fixing pravisions =~ provi-= 
sions authorizing the President or his delegate to fix 
prices of petroléum products. Such provisions mad been 
Opposed by the great majority of operators in the industry 
for various reasons. However, when the Code Authority was 
appointed, the price fixers were in the majority on the 
Planning and Coordination Committee. This group procured 
a modification of the Petroleum Code whereby the President 


or his delegate was authorized to fix prices. 
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On or about October 17, 1933, the Administrator 
advised the industry through the press of the pxsnuleation 
of a price fixing order to become efféctive on the follow- 
ing December 1st. Groups within and without tae industry 
commenced pressing their claims either Lor or in opposition 
to the order. Consumers were organized and made their 
opposition to the order known through the Consumers Ad- 
visory Board. Farmers became organized and made their 
opposition known through their various organizations. The 
group within the industry which opposed price fixing from 
the first made their wishes known by the filing of briefs 
with the Petroleum Administration. The price fixing fight 
became very bitter. The Administrator im due course called 
& public hearing to consider the matter further. “Tuose 1063 
in the Petroleum Administration became divided in their 
views, one group favoring and another group opposirg 
Making wie price fixing order é€iféective. The retroieum 
Administrative Board was ordered by the administrator to 
consider the matter further. Prior tO the errective dage 
of the Code price fixing was abandoned on the grounds, so 
the Administrator said, "that we cannot, by executive fiat, 
control price without controlling the things that control 
the price. Price fixing, powerfud and drastic remedy that 
it is, cannot serve to keep prices where they ought to be 
if production is permitted to be out of bounds." 

This experience is a case where first impulses 
created price fixing desires; careful study of the possible 
economic problems which eogta be thus created ultimately 
brought about the abandonment of the scheme for very 1064 


sound reasons. 
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IMPOSSIBILITY OF ENFORCEMENT. 


DIFFIOQULTI=S ENCOUNTERED. 


ae 


From most ancient times, 
governments have found it difficult to enforce price fixing 
decrees. Gibbon describes the efforts of th Roman 

Emperor Julian as follows: 

"The inclemency of the season had affected the 
harvests of Syria; and the price of bread, in the mrkets 
of Antioch had naturally risen in proportion to the 
scarcity of corn. But the fair and reasonable proportion 
was soon violated by the rapacious arts of monopoly. In 
this unequal contest, in which the produce of the land is 
claimed by one party as his exclusive property; is used by 
another as a lucrative object of trade; and is required by 
a third for the daily and necessary support of lifes; all 
the profits of the intermediate agents are accumulated on 
the head of the defenseles<s consumers. xxxxxiJhen the 
luxurious citizens of antioch complained of the high price 
of paultry and fish, Julian publicly declared that a frugal 
city ought to be satisfied with a regular supply of wine, 
cil and bread; but he acknowledged that it was the duty of 
& sovereign to provide for the subsistence of his people. 1065 
With this salutary view, the emperor ventured on a very 
dangerous and doubtful step, of fixing by legal authority, 
the value of corn. He enacted that, in a time of scarcity 
it should be sold at a price which had seldom been known 
in the most plentiful years; and that his own example might 
strengthen his laws, he sent into the mrket four hundred 


and twenty-two moddi, or measures, which were drawn by his 
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order from the granaries of iecanotia: of Chaleis, and 
even of Egypt. The conSequences might have been foreseen 
and were soon felt. The Imperial wheat was purchased by the 
Tich merchants: the proprietors of land, “or cf corn], Wi i 
held from that city the accustomed supply; and the small 
quantities that appeared in the market were secretly sold 
au auesscVvanced) and illegal’ price," 

Another interesting comment in respect to the 
matter of enforcement refers to the price fixing efforts of 
the Colony of Connecticut. The various enactments described 
cover the years from 1637 to 1778. By these enactments 
prices were fixed for all kinds of agricultural and other 
commodities. In respectto this we are told "the New Haven 
colony was made notorious by its minute inquisition into 1066 
the détails of buying and selling, of eating and dressing 
and of domestic difficulties. Then the people were mostly 
of one mind as to the wisdom of such meddling, the community 
was small and homogeneous in population and religious 
sentiments. If such legislative interference could have 
been beneficient, here was a favorable opvortunity. It 
failed utterly. The people were wise enough to see that 
it was a failure." 

The middle-western colonies had like experi- 
ences. In Illinois "the imposition of minute regulations 
issued from Versailles had been a burden upon the béarer 
trade. Fixed prices for beavers of every quality, that had 
to be bought whatever the quantity by the farmers at the 
Canadian ports, had made impossible a free development and 
had reduced the farmers one after another to the verge of 


bankruptoy. xxxxxan order was issued on May 26, 1696, recall- 
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ing all traders and prohibiting them from going thereafter 
into the wilderness.xxxxxThe consequence wasxxxxx stagnation 
of business in the wes txxxxx{ though) complete enforcement 
of the decree was paeeibie." 

Shortly after the Bolshevik Revolution in 1067 
Russia price fixing by decree was attempted with the result 
that “controlled prices do not, in fact, exist. They are 
merely issued as decrees to which no one pays the slightest 
attention." 


WAR TILE SUCCESS 


EMERGENCY DOES NOT : Hven in war time woen nations are con- 
REATE SUCCESS. 

; fronted with the necessity of taking 
emergency measures, price fixing has usually been unsuccess-— 
ful. hike all méasures of this character, the imigiat 
effort creates the impréssion of success, but when» the 
various €conomic results of such effort are studied from 
long range the inevitable and invesriable conelusion is that 
Sach eLfrorts, even in emergency periods, fail. 

INITIAL EFFORT : One writer, writing at a time wren 
SEEMS SUCCESSFUL. : 

price fixing was a part of @ wartime 
policy, stated that he was "not convinced of the immediate 
desirability of permanent government control of the 1068 
prices of staple foods, but "believed "that our present 
experiences have demonstrated that the policy is not @ 
absurd and impossible as many economissés have been wont to 
believe. ot any Treape: the desirability of such, eontrol 
must be considered separately for each particular commodity 
for the special marits of the policy will vary in each case 


and the special difficulties will not be the same for all 
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commodities." 

Price fixing during the Great ‘Jar was attempted 
in the British Dominions. In 1917 Canadian Trade Commis- 
Sioner Ross said, "It is claimed by the Federal Commission- 
ers" of Australia "that large savings have been effected 
without subjecting the trading community to any material 
hardship or denying them profits in the same ratio as they 
received prior to the war." 

Another author, who described in some detail 
the vices and failures of government price control, stated 
in respect to the price control practiced in Great 1069 
Britain and the United States during the war that "the 
experience with price regulation during the war has shown that 
prices can be contmlled without giving rise to a great deal of 
evasion and without too much running counter to the competi- 
tive spirit which animates our industrial society when a 
great emergency like the recent war fires public imagination 
and inclines public opinion to favor any measures which are 
likely to advance the national cause. The best methods of 
control. however, are those which enlist the eooperation of 
the people whose interests are to be affected by price regu- 


lating methods." 


RETROSPECTIVE VIE". 


—seEwr —. 


Another writer, writing at a some- 


eetenteenmeed 


what later date in discussing the prices control by the 
United States Food Administration had this to say: "The 
results of this study show that price fixing is an artifi- 
cial arrangement which Seriously disturbs the operation of 
economic laws and interferes with business activity; that 


the more directly prices are fixed, the less chances they 
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have of being observed and that any svstem of price fixing, 1970 
to be suecessful, must be based on a close adherence to 
economic principles and market conditions. Direct priee 
fixing has usually failed because of its disregard for 
these principles and conditicns. A system of indirect 
price control, such as exemplified by the United States 
Food administration, interferes with the economic system 
as iitale as. possible. . It achieves its result by asking 
iisvead of aemanding. © 

iy Pespecueve snothier price fixing elon mus 
ing the Great War -- that of australia -- The Honorable F. 
Heagelthorn, Minister of Agriculture, in the Stave ol Vic— 
tori, In iio, said. 7°") can onky say that the expertence 
Gitdis GOVerniMenus who neve unicd prices Tiking Nas peen 
disastrous. The every recent expereince of the Australian 
States has not resulted in the benefits that the sponsors 
hoped to obtain, and certainly injury in many directions 
followed. After a short experience the Victorian iinistry 
arrived at the conclusion that price fixing was unnecessary. 

In 1924 the fixed price for wheat during the 
Great ‘dar was gited in the United States Senate as one of 1071 
the causes underlying the then (1924) depressed condition 
OF CPTiculiure. “Sine ellects (Ol the previous pritve, : ining 
were by that time becoming evident. 

in T9119) the london Heonomist carried this 
interesting note: "Mr. Runciman repeatedly said in response 
to the short-sighted demand for control of prices, 
that price was less important than supply, and that on UL 
State prevented prices from rising by artificial interfer- 


ence, it might cut off the supplies that high prices would 
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attract. He failed to get an effedtive hearing.xxxx:So the 
thing was done. The State interfered in every poasible 
direction.xxxx The country now can view the results. On 
every Side failure is visible am 'palpables) No single 
branch of trade which the Government has touched shows a 


success.” 


THE GERMAN EXPRRIMENT. 


te 


"The most comprehensive experi- 


ment in Europe in direct price-fixing was that carried out 
by the German government subsequent to the outbreak of 
war in August, 1914." 

We are told that "the conclusion to be drawn 
from the German experiment in the State control of food 
prices is not that maximum prices must inevitably fail in 
all circumstances. all that can be definitely asserted is 
that in this outstanding instance Germany, the organized 
State par excellence, showed itself unable to make maximum 
prices work to any sort of national advantage." 


CANSDIAN VI TPOINT. 
4nother author, who cited examples 


S ccendlnemne neenechentemeennes = nenehenitialanea<-tiemeeestitiesteneitiinetmnenn aetnediabeadtien 


of price Tixing in Greet Britein, France, Germany; Auctralia 


and the United States during the war, coneludes that ‘the 


"policy of fixing maximum prices. xxx fails to accomplish the 


objects sought and it h:s a multitude of unforeseen conse- 


1072 


quences which are frequently worse than the original evils." 1073 


CONCLUSION. 
Looking back now, it is perfeetly a»parent 


that price fixing attempted during the Great “ar rather 
than the suceess it in some cases appeared to be at the 


time, produced economic dislocations which later caused 


disaster. In some instances over-production was stimulated. 
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Guaranteed prices caused farmers to offer too high prices 
for land, created surplus indebtedness and surplus crops 
and was followed in due course by a deluge of disaster to 


agriculture all over the North American Continent, 


THE INTSRSTATE COMMERCE COMISSION_ 


VIEWS OF 1912 AND : In 1912 Raymond V. Phelan, in discuss- 
1938 CONTRASTED. 
ing ane effects of price, regulation 


pointed out that all efforts by governments to regulate 
prices up to the time of the Interstate Commerce Commission 
had failed. 

This is an interesting comment, when it is 
remembered that in 1938 Adolph A. Berle, then Under Secre- 
tary of State in the United States, described the Interstate 
Commerce Commission as an outstanding example of decay. 

One can search far and wide for an example of 


undoubted success, without finding it. 
CURRENT PRICE FIXING BFFORTS _ 


CURRENT FAILURE. 


we 


It will probably be contended that this 


array of authcrity based on past experience cannot supyort 

the contention that price fixing would be a failing policy 

in the modern world. It is a failing policy in the moderna 1075 
world and we have current authority to suoport that view. 

Price fixing Is now heing practiced in lvaly, Having Deen 
inaugurated by the Centra: Price Committee in October, 

LID « 


THE ITALIAN EXPERIMENT. 
Late in 1938, Professor Miller, 


after describing in some detail the Italian current experi+ 
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ence which he viewed on the ground, coneluded that: "Italy 
can do nothing about prices in other countries, or the 
weather at home. In other words, she must pay intornational 
prices for her imports and for her crops she is clearly 
dependent on the weather. The 'battle of wheat’ is only 
won when the weather is propitious. Despite brave attempts 
to replace imports by substitutes, and despite some bril- 
liant successes in this endeavor, Italy is still very poor 
Dieriverale ollie conuon,, wool, iron and coal. 

"In January, 1938 bread was selling at an 
average of 1.77 lire per kilogram, or ahout 4.4 cents a 

1076 

pound, eggs about 41 cents a dozen; cheese 32 cents a pound; 
butter 40 cents a pound; olive oil 40 cents a litre; sugar 
16 cents a nound; coffee 80 cents a pound; and milk 6 cents 
a litre. These are high prices for a country where the 
average industrial hourly wages are 11 cénts per hour. 

"Despite Control certain prices are very high 
be cause of consumption taxes. For example, at, leasv theater 
the price of sugar (about 16 cents per pound) is government 
tax. Poalt 18 very expensive, since it iS @ svate monopoly 
run for orofit, while the state reaps a pro°it of 9S per 
cent from tobacec sales at excessive prices. Coffee at 
80 cents a pound, tea at -2.00 a pound and gasoline at 50 
cents a gallon are likewise heavily taxed. 

"The greatest shortcoming of price control at 
the present time, in the eyes of Italian and foreign 
economists as well, is that the control is political rather 
than economie in character. Even with the most carefully 


worked out economic control, it is doubtful if the system 


oot 
Ss 


4 . 5 
basal 
q = 
\ 
we 2 5 ms 
‘ o n 
F ie Gs : 
a = 
2 ’ 
, 
bee Sa - 
> . . 
’ =, Clee - 
; 


=r 


+ 


R. L. Saunders. 
-10,130- 


would be fool-proof. There is no field.in economics more 
hazardous than tampering with prices, unless it be monetary 
control, which is part of the same process." 


#& 1938 GENERAL VIEW. 
wh de a Se ig wanother writer, writing, in. 1998. 


ee eer 


concluded: "Government price-fixing has usually resulted 


in failure. although several of the attending difficulties 


(The Inquiry was here adjournea to be resumed at 2:00 P. M. 
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recalled. 

and problems could have 1077 
been temporarily solved by the institution of more com= 
prehensive schemes, there have been basic forces nili- 
tating against their success. In the preceding sections 
these fundamental forces have been indicated. The in- 
portance of economic values as contrasted with political 
values, the uncontrollability of all the price detern- 
lining forces, within a competitive system, the close in- 
terrelationship between prices and between industries, 
and the peculiarities inherent in different types of 
products all have been stressed. Underlying these factors 
is the vast complexity of the economic system within whose 
orbit these controls are unicertaken. iS a consequence of 
this complexity, tampering with any part of the systen 
causes dislocations elsewhere, usually in unpredictable 
sectors. The relative impossibility of controlling de- 
mand during times of peace, in other than the regimented 
economies, and the failure of price~fixing schemes to go 
to the root of the troubles which lead to thelr adopt~ 
ion also cannot be too strongly emphasized. sdditional 
difficulties and problems of a practical as well as a 
theoretical nature, encountered in connection with 
specific methods of price-fixing, have been discussed 
in the earlier chapters. 

The lessons of history are 
Glear. Price-fixing foie failed in the past because it 
has been partial, the economic system won't work half 


free and half controlled. A complete system of price- 
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fixing under a trained adainistration might work 1078 
judged by political or ethical ends, but there would 

be no way of telling how much it cost us in well-being. 
The entire analysis points to this conclusion. The 
difficulties involved in connection with government 
DriCGoritixine have, been out of all proportion to the 
benefits derived. 

"What of the future? There 
is no evidence available that government officials or 
Others have yet achieved the necessary onmiscience to 
foresee all the possible ramifications of these control 
schemes and, what is still more inportant, to devise 
effective safeguards against all the adverse results. 
Whether this could be done without a complete control 
over the entire economic svstem may be seriously quest= 
ioned. <And whether such a comprehensive control is at 
all feasible or desirable is to be even further doubted. 
Yet, it 1s clear that resort to these experinents has 
not been prevented in the past by their poor record and 
there is little evidence that the record will have much 
influence in the future. Under these circunstances we 
are forced to make the best of the situation. 

A practical program would 
prohibit the adoption of price-fixing without a careful 
consideration of all the relevant factors. The schenes 
then adopted should contain the necessary safeguards to 1079 
avoid at least the more apparent difficulties. This is 
a task for the economist rather than the politician, and 
one which should be undertaken despite the theoretical 


infirmities and practical difficulties of government 
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price-fixing. ‘/e cannot be Don Quixotes fighting the 
Windmill of governuent intervention uerely for the 
pleasure derived fron the combat. lUvery effort should 
be made to prevent the spreading of these schemes while 
at the same time uaking those which must be adopted as 
workable as possible. 
Of ‘course ushou lay pe ad— 
ded that the impossible is not workable. 


Us se COLL CONTROL. , 
; while this statement was being 


prepared, February 11, 1959, it was reported that several 
important coal operators, some of them erstwhile sup- 
porters of the Bituminous Coal act for Federal control of 
the indusiry.and.of. prices in the United States, had 
JOlned Torcesin-anvorganized drive Tor the elimination 
of all privé fixing “provisions from the legislation. 
After two years of exper- 1080 
ience with the Federal price fixing law and the govern- 
mental commission established to carry it out, the op- 
erators stated that conditions in the industry"have gone 
from bad to worse and are approaching a desperately 
serious crisis." The industry at one time accepted and 
pushed the principle of Federal price fixing to solve 
Lup tite, Onl Vv ea voryuscell minority of theropera— 
tors failing to join in this movement. Those who then 
sponsored it now turn against it because experience has 
proved the inability of price fixing to control economic 
laws. 


U. S. AGRICULTURE ;: 
> <At about the same time the Secretary 


of agriculture for the United states announced his out- 
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spoken opposition to a bill woich would guarantee farmers 
"gost plus" on a long list of agricultural commodities. 
POLS iLL Aa ynoOwerniculy a price Tixitowpi lt isin 
the nature of a subsidy whoreby irrespective of market 
conditions, the farmer would be paid a fixed price. That 
is to say a price which would give him cost recovery plus 1081 
& profit. 

The Secretary's opposition 
to the bill was based upon his belief, arter sone years 
of experience with various experimental devices to 
remedy the depressed condition of agriculture, that in the 
long run such a bill would only increase the evils the 
bill was designed to cure. 


WHEAT PRICE FIXING = CANADA. 
;-On-rebruary. Lothy L709 


it was announced by the Dominion Governuent that at the 
end of the crop year next July the government would 
abandon the policy of fixing a price for wheat. Honor- 
able James G. Gardiner, L.inister of Agriculture, told 
the House of CGornons that the present wheat policy had 
proved a complete failure. 

In reporting failure of the 
wheat price fixing policy, the bLuinister said that thou- 
sands of farmers in Western Uanada, purticularly Saskatch- 
ewan, received nothing at all from the wheat bonus on 4 
bushel basis, because their land produced no wheat. 

Others received large sums of money because they had crops. 
There was a complete inequality of distribution of the 
bonus, and the government was forced to spend many mil- 
lions more in Girect relier to those whose crops failed. 


A& part of the sinister's 
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statement follows: 

"The present year has 1082 
shown that it, price fixing, does not provide an 
equitable method of dealing with the emergency 
created through drought and grasshoppers. The minimum 
price per bushel results in those having most receiv- 
ing most and those having no crop receiving nothing. 

in drafting the legis- 
lation for the promotion of co-operatives, we will be 
mindful of the fact that the same principle might be ap- 
plied to the marketing of other natural products. 

we Gannot agree that there 
is likely to be permanency to any system of uarketing of 
farm products which is based upon price fixing. We pre- 
fer to embark upon u policy which will lead to costs of 
production and standards of product which will invite a 
paying market for all our products." 


CONCLUSION. 
It seems fair to conclude, therefore, with 


an author who in 1922 wrote that, "The history of government 
limitation of price seems to teach one clsar lesson: that 
in attempting to ease the burdens of the people in a tine 

Of Tilegn prices Dy artificially setting @ limit to them, tne 
people are not relieved but only exchange one set of ills 
for another which is greater. Among other ills are fl) the 
withholding of goods from the market because, consumers 
Demnmeein theemajorvcy. price Tixine ia eGel Pywin tie iy aie 
terest, (2) the dividing of the community into two hostile 
camps, One only of which considers that the Government acts 


in its interest, (3) the practical difficulties of enforcing 
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such limitation in prices which in the very nature of the 

case requires the co-operation of both producer and con- 

sumer to make it effective. 1085 
She boosting of prices in a 

time of low prices by artificially fixing minimum prices 

has like results. smnong the ills produced in such a cuse 

are (1) the influx of goods into the market, (2) the ac- 

celeration of production and the consequent building of 

surpluses, as well as all the others, except the first, 

ebove mentioned. 


INDInLCT PRICK FIXING 


i 


FaCTORS INVOLVED, ; 
Indirect price fixing is a method 


of price control resulting from the control of economic 
factors affecting price, such as limitation of production 
or consumption. It is not always designed or intended to 
effect a balance of supply and desiand and in that way to 
effect a natural economic price. Very often such controls 
seek to establish and maintain an imbalance so that 
through a shortage of supply in relation to defland, prices 
will be forced to a higher level. On the other hand, if 
it is considered that prices are too high, control often 
is directed toward a limitation of consumption or demand, 
thus creating a surplus of supply and a consequent lower- 1084 
ing Of, price. 

In an effort to combat the 
influence which it was claimed were ruining values, control 
or restriction schemes were applied to various commodities, 
including, among other things, copper, zinc, tin, sugar, 
rubber, coffee, silk and cotton. These schemes, for the 


most part, were attempted from 1922 down through 1950. 
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Other schemes of like character, such as the various 
production schemes involving agricultural products 
in the United States, commencing in 1932, and still 
going forwurd, have been ettonpted. 

It has been said that, 
"The world in modern times of peace probably has never 
Witnessed such a series of experinents at price control 
as these valorization schemes have constituted. -Jhite, 
yellow, and brown races, North Amerivans, South jmer- 
icans, suropeans and Asiatics, in desperation, all have 
tried their hand at this experimenting. The plans have 
Varied in forty, scope, and timing." Here, as in direat 
price-fixing,"the one outstanding feature thet they have 
hed 2h eonhion Ls Viewsat. heave Tailed. 

The concept thet prosperity 
Gan be restored end that progres can be promoted by set- 
ting up more restrictions on industry is conclusively 
proven to be unsound by the results of attempts at val» 1085 
Orization.s Such projects do not materially help the 
producers and they burden the taxpayers, to the det- 
rinent of public. credit.” 

In 1926 inverett G@. Holt 
wrote thit there were at that time governnentally con- 
trolled combinations in nine raw materials, long~-staple, 


Gotten, Canpnuurycorice. (LOdinNG, nNitrapes optagh, 


wm 


mercury, rubber and sisal, as well ss some other virt- 
ual monopolies indirectly supported by benevolent pol- 
isies of the interested govermients rather than by 
direct and constant price control. 


He stated thet the object of 
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these controls was universally asserted to be to 
stabilize prices to both producers and consuners at fair 
rates; that probably these plans would not have been 
under consideration at the tine if their operation had 
resulted in a contentment with fair returns, no matter 
how much we wight have objected to them as fundamen» 


tally a restraint of industrial progress. 


ECONOMIC OBJiCTEONS-. ; 
; "Phe wononie objection," he 


said, "to these controls is the stifling of production 
through forced restriction combined with price fixing, 
which entirely deflects the producer's objective fron 
decreasing costs of production,-under competitive pres- 1086 
sure,-to arbitrary high prices. Thus there is a sus- 
pension of the fundamental progress of industry which 

Gan come only in increased volume of consumption and 
decreased costs of production. The high prices artif£- 
icially imposed stifle consumption, lead to use of in- 
ferior substitutes, stimulate production in areas of in- 
ferior economic adaptation ana higher costs, and thus 
place the commodity on an entirely fictitious basis of 
both production and consumption. furthermors, in nost 
Gases the controls have resulted in periodic speculative 
operations by which large sums are abstracted from in- 
dustry and consumers without any service rendered. avery 
manufacturer anc distributor of these raw materials must 
carry large quantities in transit and in stock for his 
operations. His investment in materials becomes so great 
at these artificial price levels that if he is to be sub-~ 
jected to changing policies, with any ill wind or any 
shift in the views of governmental officials, then the 


whole of the savings invested in his business is in con- 
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stant peril. 

The public relations result- 
ing from governmental controls are even nore objectionable 
than the economic losses. Our consumers, instead of trad- 
ing with fellow merchants in the open sierket, bargaining 
with their respective views cf supply and desiand, find 
thenselves confronted by governments whose whole course 1087 
is in disregard of the economics of production and trade 
and whose policies are often enough determined by matters 
entirely foreign to the industry.» No industrial consumer 
of these commodities can rely upon his own judgment as to 
the conduct of his business when the policies of govern- 
ment officials dictate his destinies. 


REPRESANT ATT Vi GXAMIPLES « 
kepresentative exanples of 


efforts of this cheracter practically all of which were 
initially successful and later ended in chaotic failure, 
Onvelvyied Thencontrolworasisal. coffee, cotton, rubber, 
silk, sugar, and tin, which we shall now consider in sone 
detail in’ that order. 

YUCATAN CONDHOL OF SISAL 


INITIATION OF CONTROL. 


es ee ee 


In January, 1912, there was or- 
ganized in the State of Yucatan the Comision Reguladora 
del Mercado de Heneguen, It was the purpose of this Con- 
mission to control all of the sisal produced in the 1088 
State of Yucatan, which was the largest producer of 
thet product in the world. By 1916. prices had risen 
to such heights that there was an investigation by a 
Committee appointed by the United States senate. This 


investigation had little effect. 
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THE LAW OF 1918. 
In 1918 a law was passed which pro- 


vided that the producers of sisal shoula"turn their 
produst over to the negulating Commission, so that it, 
acting as their representative, may solicit and obtain 
the highest possible price in the market.” 

The consequent height to 
which prices were driven led to widespread substitution 
of otner naterials and a consequent serious curtailment 
of demand for sisal. As a consequence the program com 
pletely broke down and in 1919 the Commission was liqui- 
dated. 

THER CHALRMaN: What is sisal? 
It..ia 6. heap. 
WR. PLOTKINS: That is whet we use in the 
wheat fields in this country as binder twine so we are 
concerned with it directly. 

THe VALOGIZATION OF COFFiins OBS 


SaVERAL PLANS. 
There were several valorization 


plans attempted covering a period of some twenty-five 
or thirty years. 


THE FIRST PLAN 
The coffee industry expanded rapidly 


in Brazil toward the end of the 19th Century. Favorable 
soil and climate promoted coffee growing to the exclusion 
of other connmodities. The center of the industry focus- 
sed in Sao Paulo, which from about 1900 has furnished 
over half the world’s supply of coffee. 

Up to 1896, coffee growing 


being remunerative, replaced other crops. However, at 
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that time currency was depreciating faster than wages in- 
creased, but as coffee sales abroad were paid for in gold 
a prosperous condition for the coffee growers resulted. 
At the end of the centur:, however, the increasing output 
Of ool GeG. Coused ori ces toy tall. The depreciation of 
the currency ceased so that prior profitable conditions 
for growers were practically reversed. 

Production continued to 
outrun consumption and a bumper crop in 1901 and 1902 
caused a huge surplus and consequent falling prices and 
serious depression. 

As a result of this con- 
dition, some effort was made to restrict new acreage, 
S20 Paulo placing a prohibitive tax on new trees. yYed= 
uction in new planting had no immediate effect on prod- 
uction or price and the depression continued. Another 
bumper crop in 1905-1906 caused Sao Paulo on October 3d, 


1905, to seek agreenent with the Federal Government and 


’ 


1090 


other Brazilian States in support of coffee prices. They 


also sought financial assistance. Only the Federal 
Government participated. On December 29, 1905, a tax 
was placed on coffee exports and entries to the port of 
Santos were limited. The government's inability to 

buy coffee and withhold it from the market due to finan- 
Gial troubles caused the surplus to mount. Stocks on 
hand by the end of 1907 equalled the average annual out- 


put before 1900. Prices continued to fall. On August 


O91 


25, 1908, further taxes on export coffee were assessed a 


and at the end of 1908 foreign credit to the extent of 


fifteen million pounds was obtained from British, French, 


* 


tay 
Pag cataib, 
> 
‘ 
ed ore 
noo) ill 
ern 


ReL-Saunders TO eee 


C3 

12 
Gernan ang anerican bankers. Practically all inventory 
coffee was used as security for this loan and the State 
of Sao Paulo was required to restrict new planting and 
to continuc taxation. Under this plan surplus coffee 
was withheld from the market and coffee prices rose to 
profitable levels. winimum price was established and 
sales were further restricted. By 1914 the loan of fif- 
teen million pounds was paid off, though all of the 
surplus coffee was not disposed of until 1918. 

This cass haval- 
orization plan, therefore, may be said to have worked 
benefit to Brazilian growers. The plan had two object- 
ives, one to save the industry from ruin and secondly to 
restrict new production. The objects were obtained 
through the tax burden placed on the consumer and the 
benefits accrued to the merchants, bankers, planters 
and to the governnent off Sao Paulo. 


THE SECOND ViLORIZATION ; A wartime curtailment of ship- 1092 
PLAN 1917-1920. 5 


ree pm ae eer ene me ener 


ments to central Europe and 
restricted imports to belligerent countries caused 
coffee surpluses to suddently rise alarmingly. Sao 
Paulo borrowed sufficient money to purchase just about 
the amount of the surplus created by the 1917-18 crop 
for the purpose of stioderating price fluctuations. 

Small crops the next two 
years ana the resumption of foreign trade after the war 
permitted the sale of the valorized coffee at a profit 
of sone 420,000,000 or about 70% of the investment. The 
small crops above nentioned were the result of heavy 


frosts that played into the hands of the State and made 
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this venture financially successful. 
THE THIRD VaLORIZaTION : The depression of 1920 drove 
PLAN 1920-1924. : 

coffee prices down and a large 
crop in 1920-21 coupled with restrictions on coffee in- 
ports by hLuropean governnents made natters worse. In 
order to stem the tide of falling prices, poth the Sao 
Paulo and Brazilian Governments began to purchase coffee 
through funds obtained by foreign loans. Restrictions 
were placed upon receipts at both Santos and Rio de Janiero. 

Fortunately, saall crops in 1095 
L922 and 1925 and the various restrictions imposed 
caused prices to rise and the valorized coffee was sold 
out by 1924 with a profit of 40% on the investment. 
Again from the standpoint of 

the investors, valorization functioned satisfactorily due 
in no saall part to the fact that the plen was initiated 
and carried to a conclusion during a period of generally 
rising prices. 
PERMANENT DEFENSE OF : The financial success of these 


COFFEE, 1923-1935. 
schenes caused the formation of 


@ permanent organization to deal with the problems of (1) 

the alternation of large and small crops and (2) the 
natural tendency of crops to deluge th market during the 
short harvest period. 

In December, 1924, laws were 
passed which aimed at price stabilization through reg- 
ulation of supplies to the rlarket, spread propaganda for 
increased use of coffee and fostered scientific and 
educational work in the industry. 


The system included re- 
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strictions of coffee at Santos for export, storage of 
surplus coffee purchased by the State and granting of L094 
loans from Brazilian and foreign bankers which in re- 
turn permitted financing the coffee growers. Finan- 
Cing of expenses including interest on and amortizing 
of louns was carried on by taxation reflected in higher 
prices falling largely on the foreign consumer. There 
was an enorrious crop in 1927 and 1928, the carriage of 
which was financed by additional loans. Goffee stocks, 
of course, increased. sxport prices were peggcod and sone 
Oi the surplus was worked ott by July of 1929. 

In spite of effortea to the 

contrary, production continued in excess of consumption 
until the surplus of July 1, 1930 was 50% above that of 
the previous year. Carrying such large stocks exhausted 
Gredit end 6 drop in coifee prices ensued. 

On  Sevpember 7 yl 
brazil suspended payment on its foreign debt and on 
October 9, 1961, declared a moratorium on foreign debts 
end foreign currencies. 
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During periods of a generally rising market, 
coffee valorization was successful from the planters’ 

and inveatora’ point of view. In periods of falling 1095 
prices, valorization failed. The last and nliost anbitious 

of the plans failed to sustain coffee prices and brought 

the country to the verge of bankruptcy. Coffee being the 
main foreign trade of Brazil, a severe drop in coffee 

prices reduced the native's foreign purchasing power and 


the country’s ability to meet its obligations abroad. 
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The coffees institute and 
its policies created irritation and oriticism both at 
home and abroad. Consusiers objected strenuously to 
the higher prices when prices were up. This in turn, 
particularly in the United States, caused imports of 
coffee from Brazil to drop. causing ih turn additions 
to the coffee stocks in Brazil. 

The protection afforded 
coffee growers created specialization in coffee product- 
ion and prevented a proper diversification of Brazilian 
Grops, particularly in Sao Paulo. as a consequence, 
crops which coulda have been grown in Sao Paulo had to 
be imported . 

The maintenance of the 
higher prices by the Brazilian Governuent had promoted 
coffee growing elsewhere, thus reducing Brazil's own ex- 
ports and causing her position as e world cortice 1096 
factor to decline. 


GLNLREAL COMJENTS. 
of 10 hes been said that "Une most 


ambitious attempt ever made at government control of a 
Gonmmodity market has at last followed most of its pre- 
decessors into the discard. The. state of Sao Paulo in 
Brazil produces in most years half or more of the world's 
coffee; it has allied with it in its ambitious attempt to 
control prices, other states in Brazil which produce about 
1/4 of the world's crop; but it has not been able, despite 
this extraordinarily dominant nosition to stem the tide of 
continuous overproduction and financial distress which the 
attempt at market control has created. 


Therefore coffee valorization 
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will be abandoned. It will go into limbo with the 

Stevenson plan by which the British a few years ago 

sought to maintain the price of rubber... It will 

follow into discard the ambitious plans by which Cuba, 

Chief source of the sugar supply of the U. S., sought 

for several years to hold up the price, first through 

price restriction and second, through the operation of 1097 
a central selling agency which was abandoned only last 
riondaye 

The sole intent of the 
valorization plan was to artificially enhance the price 
of coffee above its natural or market price. Agreements 
were entered into between the three Brazilian States of 
Rio, siinas Geraes and Sao Paulo, for the curtailment and 
restriction by law of further coffee planting and the 
additional planting of coffee trées stopped in 1906. 

The result was that, when 
this. report was prepared in 1911, the world's production 
had come to be less than its consumption, and half of the 
world's small visible supply of coffee was in control of 
the valorization committee composed of the most powerful 
coffee men and the financiers backing them. Valorization 
had still more than seven years to run, with continual 
increase of consumption and no prospect of any large in- 
Grease in production, as it takes six years for new trees 
to bear any substantial amount of coffee. 

The net results of the 1098 
valorization appear to be large profits to the fin- 
anciers, some net profit to the planters, none to the 


State, rather o loss, the piling of costs, on the con- 
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INTRODUCTION. 
The manipulation of cotton prices 


through production control and hoarding of cotton stocks 
had two antithetical purposes: Briefly, it was sought 
to control the price of cotton to a maximum during the 
War and to a minimum after the war. 


WahT Ini: CONTROL - U. §. 
At the outbreak of the war, 


cotton sold at 13g, falling to 7.6¢ in November, 1914, 
due to a buntper crop, and temporary cessation of exports. 
Small crops in 1915 and 1916 and increased demands for 
cotton raised the price to 20¢ by November, 1916. LOOe 

Although cotton prices 
TOsey considerably Dy December, 1917, no price fixins 
took place until the War Industries Board in 1918 fixed 
a price of 50¢ per pound on war orders. This, with re- 
strictions on exports to neutrals and increased cen- 
tralized buying by the Allies, checked the advance in 
prices» As a further check, short selling was pro- 
hibited Tn 13916), but ihn Deceriber unrestricted trading 
was again permitted. 

There was widespread Chale 
operation in this effort for purely patriotic reasons. 
PRICE CONTROL FOLLOWING : From 1922 to 1929 the United 
THE WAR. : ‘ 

States supplied 57% of the 
world's cotton. 56% of the agount thus supplied was 
exported. The exports amounted to 17-57 of the value 


of all merchandise exported by the United States. sfter 


= ‘ 
S ' . 


a 


~ 


ReL.Saunders 

C3 = 10,148 «= 

18 
the war there set in a general decline in cotton prices 
with short, sharp rises in 1928-1924, and 1927-1928, 
however, large crops in 1926 and 1927 caused a weaken- 
ing in the statistical position of the cotton growers, 1100 
considered as a whole. Though it may be said that the 
industry was in a fairly stable position in October of 
1929, however, in early 1930 world consumption of cot- 
tons began tocofall, off, continuing into 1942, .with severe 
declines in price to a level of 5.5¢ in June of that 
year. The bumper crop of 1941 had increased the exist~- 


ing surplus. 


(Go to number 10.149) 
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1100 
During this period, 


several efforts had been made to stabilize prices. 

The Federal Farm Board on October 21, 1929 financed 
crop handling to cooperative mabkavore at 16g a pound, 
the market at that time being 17.dl1¢. The price 

broke through 16¢ in February of 1930. The cooperative 
associations had speculated by the purchase of futures. 


and thus faced low prices that they could not meet. 


" “In order to help the 
"cotton cooperative associstions out of the 
"predicement that had resulted from their 
Nunsuecessful venturcs in speculation, the 

"Cotton Stabilization Corporation was formed 

"Nin June, 1930, under the auspices of the 

"Federal Farm Board and financed by it. 

"This new organization took over the stocks of 
"eotton which the cooperative associations had 
"aequired on their future contracts. ‘ithin a an 
"short ttime it had 1,500,000 bales of cotton son 
"its hands, for which it paid about 16 cents a 
"pound. The Federal Farm Board continued to make 
"loans to the cooperativo associations, and in 
"November, 1941, it entered into another 
"'tstabilization' agreement. On condition that 
"southern bankors should agree to finance the car- 
"rying of not less than 3,100,000 bales of cotton, 
"by making or renewing Loans secured by cotton 
"Collateral, the Fedcral Farm Board pigdged 

"itself to extend to July 41, 1942, the obligations 
“of the Amorican Cotton Cooporative Association and 


"the Staple Cotton Cooperative Association covering 
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Napproximately 2,100,000 belos of cotton and 
"to have the Cotton Stabilization Corporation 
"continue to carry its holdings of 1,500,000 
"pales for a like period. unless the cotton 
"sould be sold at 12.5 cents per pound. or better... 
i Despite the adoption of 
"these schomes for supporting the market, the 
Werice Tell eseoasuntdO Gn average figure of 6.3 
"cents per pound in the crop year 1961-1932. 
"The full amount of the loss to the taxpayers, . 
“whose money was used in extriscating the co- 
"operative associations from their speculative 
NWEiunder and in ‘stabilization’. esnnot yat 

"be determined. It was a large sum. There are 
"no means of proving whether prices would have 


Neone lower if these schemes had not been 


1102 


Nadopted. My own opinion is that the supplies 
“nominally withheld from the market under such 
Narrangements constituted an effective part of 
"the supply in the estimates of buyers and there- 
"fore had about the same depressing effect on 
Norices as if they had been offered for saié. 

"At all ovents, externai forces were so powerful 
"that the price of cotton suffered much as the 
"prices of other raw matorials suffered. The 
Yaverage price of cotton in 1941-32 was only 
"about one-fifth of the averago price in 1924-24. 
i Ali these stabilization 
Nand valorization efforts. which amount to attempts 


"to control prices artificially, fail because they 
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"are half-way measures. They represent a 
"sentimental and unworkable compromise between 
"economic freedom and economic absolutism. 

"Pursued indefinitely, they will result in 
"permanent economic and soctal disability. 

"The effects of such schemes will be worse 

"than the great evils which they seek to 

MeOrreoGt » The only chance that such a plan 

“of price control has of success is to grant 

"the controlling power full and compiete 

“authority over the activities of all producers. 
"Freedom of production is entirely inconsistent 
"Mwith governmental or grenp subsidization of ae 
N1LOSSES.» A persistent attempt to accomplish 

"this impossiblo compromise can result only in 
"industrial peuperism. Wwe must choose, sooner 

“Nor later, and the sooner the bettor, between a 
"system of economic froedom, such as has oxisted 
"heretofore in England and the United States, or 

"e systom of oconomic absolutism and regimentation 
"such as is now being tried experimentally in Russia. 
"Rach has its difficulties and each has its virtues, 
"Hach is capable of improvoment. |) For| my part, I 
"prefer to try to improve on the operation of the 
“individualistic system, with all its difficulties 
"Nand hardships. If that system is not to be 
"eontinucd, however, I had rather this country 
"should adopt a plan of absolute economic dictator- 
"ship than flounder along with well-intentioned 

“but poorly-conceived compromises that can end only 


"in disaster." 
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an almost complete 
regimentation of agriculture was thereafter attempted 
in the United States. In some respects it is Re ehiy 
current in that country. “e have already pointed out 
that it has been attempted and is now proceeding in 
Italy. It also has been and is being tried in Central 
Burope.e But economic absolutism hes not and cannot cree 


work for reasons already discussed. Past experience 


speaks far more eloquently than words in this connectioh. 
RUBBER 


STEVENSON RESTRICPLON PLAN: 
: The Stevenson restriction 


cme eee rene oat 


ee eeewens 


Plan was put in effect by the British .Government in 
November 1924, at which time 67% of the world's output 
otf crude rubber was purchased from British Possessions. 
The Plantation owners had suffered a heavy drop in 
Sernings with the low prices which prevailed in 1921 
and 1922. 

The Plan provided for the 
restriction on the exports of rubber from each plantation 
in the British possessions, the rate of permissible 
exports varying with the price of crude rubber in London. 


The plan was administered by local government officials 


‘in the countries affected, though being under the direct 


control of the British Secretary of Stete for the Colonies, 
after conferring with an advisory committee made up of 
representatives of the British rubber planting and 
manufacturin: industries. The plan provided for the 
placement by local officials of a "standard production" 


for each plantation, the total of the added standard 
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productions of all the estates ina particular 
torritory being the standard production of that aaah 
territory. 

The average price per 
pound for standard quality rubber in London during 
the year preceding restriction was 9 pence (in 
American money %.18)- Production quotas were to be 
fixed quarterly, and for the first restriction 
quarter producers in restricted areas were allowed 
to export 60% of their standard production. 

mxpcrts were controlled, 
Since a minimum reasonable rate of duty epplied to 
allowable exports while excess exports of any 
producor were Gutiable at a higher rate which made 


excess exports impractical. 


RESULTS. 
; The deplotion of market 


Supplies and the rapid advance of the price of rubber 
in 1925 permitted a substantial increase in the exports 
of rubber from the plantations to which the restriction 
plan applied. Also rubber producers in the Dutch 

fast Indies and in other countries increased their 
output. 

In 1922 71% of the world's 
output of crude rubber was consumed in the United States, 
and this country continued to be the chief consumer. Hak 

Technological changes 
affecting the situation were as follows: 


ae A chengoe from fabric tires to the more 


Gurable cord tires. 
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be. In 1924-1925 the introduction of baljoon 
tires, resulting in more rubber per tire 
Dotthavine ee Longer Lite. 

Tn 1922 United States 
Zonsumption of reclaimed rubber was 19.3% of total 
crude rubber consumption as against 35.6% in 1925. 

United States importers 
of crude rubber felt oppressed by the operation of 
the stevenson Plan and in 1926 a group of American 
tire manufacturers orgenized a buying pool for crude 
rubber "The Natioml Roserve for Crude Rubber" and 
presented a united front in buying. several large 
tire companies had aequircd large rubber plantations 
in the tropics and were obtaining larger and larger 
guantities of rubber- These, together with acreage 
so acquired later constituted primarily a threat for 
the future. 

Finally, in Kovember 1928 | 
the Stevenson Plan having lost its effectiveness, the | 
British Government removed all restrictions on the 
movement of rubber. Between 1926 and 1929 the EU ca 
output of rubber expanded more rapidly than the consump- 
tion increased and stocks trebled during that period 
and the price was strongly downward. 

In 1929 the average price 
was 20.55¢, a decline of 71% in average price of 1925. 
SINCE STEVENSON PLAN RE- : From 1929 to 1931 stocks 
STRICTIONS EVERE REMOVED 

>; again more than doubled. 
In June, 1932 the average price in Wew York was 2.66¢ 


a pound, 97.8% below the peak price of July, 1925 of $1.209- 


ogi 28 Ms Rag oe eee vit agi 
se eens Bae fg by wath h an inti via 


. ‘Gage battow ae, yt ‘ee a ae 

Pajer te 1S ar nae SM don beatae et «% sedigauence " 
Grf nz Ca00* edatege ae dobeaeiage ‘eddie ebuite | 7 
oe . Bto sairetine sade ut" sit BEE nish ei6% cate bheto “Yo 
wh pawtacnd vo hats 978 Ob usd Das a wit sosherets wilt Abe 1 
re 7 Stivo ic? foot shud fh fex ime sethtacire ott ea warty 
eh sor faetos Ahust sey aaa Lares sar! Regia a 
i a te ae ans iv tend vid nt PAORe: tiny a biiaussng = 
yal hctacis deliv, og batapes Wi CUReEe BARD - 


i ne Ps i? My =o Pi haa Mele a STH '¥ ate) UL obec? pir nt mp . 7 
P Why ted bt ele ota gow - eae dodge: ae Ytio nenp - 

Be AS Pgedy oo chuaclng boeet ehes nei Deneepenee 

ee | . ae A 


ae eo. a ee 
a, . ARE ra ek a one r Te | ; : ; i 
h J D sv peeensvisestt oft aeet gneve gelt meeherege ath pe 
| | woe 4 See ogee a nd eh tea 

Me ogee sy AoeT ab s2ied entaus: ‘Ta scone f 
gat Hons Wate ee BGR Sb hiveae decide ‘ae, 4 Wier 


Be Hereby Bae "rut toi ‘Daekiaut iced ii Sokal 


ats) 
fe 


Re 


L. 


- 10,155 - 


ogunders 


CONCLUSION. 
"4 business world in 


"which such wild movements in price can occur 
“within a space of seven years obviously is 
"pretty mush of an economic jungle. The rubber 
"industry of course was subjected to powerful 
"forces beyond its control. However, it clearly 
"gontributed to the creation of a condition which 
"rendered it vulnerable to these forces. The 
"Stevenson Plan of restricting the output of 
"rubber aided by a rapid increase in demand 
"succeeded so well in raising the price that 


"it permitted excessive expansion of productions" 
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GOVERNMENT AND BANK- ; Briefly, the "steps taken 
ING PROCEDURES. : 

by the Japanese Government 
or by banks controlled by the gavernment or operating 
in accordance with its policies" to control silk were 
as follows. 

For a long time China had 
enjoyed a silk monopoly and had prevented other countries 
from raising silk by prohibiting exportation of silk 
worms or larvae. It was said that to Byzantine monks 
brought either eggs or larvae out of China in bamboo 
staves, thus breaking the monopoly. Japan in due course 


became an important producer. 


FIRST VALORIZATION. 


a en 


The slump in prices following 
the “iorld War ceused the Japaneses Government to organize 


a price-control syndicate, of which few details are known 
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except that it was reasonably suecessful in preventing 
price failure and made some money. 

From the facts known, it 
has been ascertained that in 1920 the price of raw n 
silk fell so low that it was decided to curtail ais 
production by fifty percent and to forma silk 
syndicate, the Imperial Silk Compeny, which, with 
assistance from the government in the shape of funds 
lent et a low rate of interest, would buy up silk so 
as to maintain a certain minimum price, These measures 
only applied to silk for exportation. The advantage 
was not marked to begin with; but since "the market 
is once more free of restrictions, the price is main- 
teined round about 1500 yen, and ...+e.-even the 
severest critics of the government measure admit that 
it saved the trede from possible ruin." 

That was @ quotation from 
Melvin T. Copeland. 


SECOND VALORIZATION. 


oo 


In 1925-26, a second slump 


Gaused the use of. another price control syndicate which 
was very successful and made sore 6,000,000.00 in its 
operations. 


THIRD VALORIZATION: BACKGROUND. 


The third plan (the 

1929 syndicate) failed. To understand that failure, 
certain features of silk production background must be 
understood: 

1. 80% of U, S. silk comes from Japan and U. 3S. 

purchases control world silk price. 
2. Silk is the Japanese farmer's money crop. Pais 
4. Financially and temperatentally, Japanese 


workers are suited to converting cocoons to yarn. 
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Dine bas Ne ne 
H In 1929, before the 


stock crash in October, a third silk slump took 

place. The extent of the market crash indicated a 

me jor rather than a minor setback. The Japanese 
Government sought to hold silk prices by purchasing 
silk and to assist the cocoon spinner by subsidization 
on condition that the marketing of the product be 
restricted. 


RESULTS. 
fm thesspring Gress, 


the Japanese Government had s surplus of 120,000 bales 
on its hands. 

Restricted production by 
farmers failed, even when enforcement was placed in 
the hands of provincial magistretes. Coercion was 
impossible sinee these farmers, with others directly 
affected, number 1,500,000 and constitute an important 
politicai factor. 

Prices fell from 4.00 to 
(le50 and both governmental as well as the farmer 
economic condition became more untenable. 

The Asahi-Gerli contract 
was instituted, the former party being allied closely 
with the Japanese Government and the lattcr : lsrec 
factor in the U. & silk trade. lissentially this ERED Salk 
contract required the assuming and distribution of 
107,000 bales of silk while maintaining price. 

The Asahi-Gerli contract 


failed because, among other reasons, it placed a 
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certain control of the silk market in the hands of 
one powerful U. S&S. group and essentially bypassed 
other groups having U. S. and Far Hastern connections. 
a& powerful bear csmpaign 
put prices below the 4sahi-Gerli minimum. This, with 
distress of Japaneso farmers and a change in the 
political situation in Japan, caused cancellation of 
the contract. 


CONCLUSIONS. 
le Japanese efforts toward 


Stabilization in 1920 and 1925-26 did not tend to produce 
new sources of supply, due to fortunete industrial con- 
ditions and skillful handling of the 1920 and 1925-26 
control plans. 

ae The lesson from the 
1930 effort is that while a minor setback in a major 
rising market may be controlled, no control working 
toward price stabilization at rolatively high levels 
is possible during a falling market. 

Se .'Phet the eriroriy vo 
stabilize silk proved so unsuccessful carries an 
important lesson to all those who are considering 
attempts to manipulate the fundamental laws of supply 
and demand without absolute certainty of controlling eh 
the supply factor. Here we have a country, the 
largest producer of silk in the world, in which there 
are no restrictions as to curtailing competition such 
as are imposed by the Sherman and Clayton acts in this 
country, end in which the government, while formally 
a constitutional monarchy, is practically unrestricted 


in its power of control of the markets except in so far 
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as the laws of economics cnd humen nature may impose 
limits. ind yet, in the fece of a holdover supply 

of 120.000 beles, the government proved to be 

incapable of restricting production within its ovn 
limits and still less able to maintain the level of 
prices in the markets of the world. The silk-price 
control fiasco may therefore be taken as a striking 
exanple of essential inability to manipulate prices 

of a commodity in the world market unless such 
manipulation happens to be in the right direction 

end suppor,ed by economic phenomena independent 

of the manipulative authorities. In other words, 

it is possible to manipulate the prices of a commodity 
upward when thoy would have gone upward even if there 
had been no manipulation. This is beautifully 
illustrated by the success of the first two silk 
taishans. It is an entirely different proposition, 
however, to attempt to move prices upward by manipulation 
in the face of a declining market, As shown by the 
history of the silk market within the last decade LILS 
manipulation of prices of a commodity is unnecessary 
under conditions that apparently will ronder it 
successful if attempted. “ihere, however, the prices 

do not rise of themselves, an attempt to boost them by 
manipulation is likely to be no more successful than the 


proverbial effort to lift one by one‘s own bootstraps.” 


CURERICEE 


BRIEF RESUME. 
° ; Ue se Food administration took 


eer ns eres te ri eee were ree amen ere oe 


control of sugar distribution during the war, cooperated 


with foreign governments in apportioning supplies, and 
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fixed a minimum price -- all due to the serious 
shortage. 


December, 1919, this 
control ceased and the price of raw sugar rose from 
0-88 ccnts to 12.5 cents @ pound. In May, 1920, the 
price rose to 22.5 cents; then the boom collapsed 
and the price fell to 4.6 cents a pound. 


MISTAKES OF PRODUCERS. 
The mistakes of this 


manipulation account to a large degree for the poor 
condition which hag at times since existed in the aa 
industry. 

Cuban sugar producers 
enjoyed great prospority during the war and until 
1920. Even prior to 1914 Cuba had ebsorbed much 
U. S- capital in its sugar industry and during tho 
war a large part of the industry came under the 
control of companies financed by the sale of their 
securities in the United Statese Large sums were 
likewise loaned by the New York banks; 

When the bottom fell 
out of the sugar market in 1920, the companies in 
Cuba suffered severe losses and were unable to pay 
off the loans. Short term bonds were sold to 
provide "new working capital," which in effect was 
funding their losses. 

The interest charges and 
bond maturities caused the companies to expand output 
in order to inereese revenue and reduce unit production 


costs. Quickly increasing stocks drove the sugar price 


lower. 
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The Cuban sugar 
industry in thus expanding output failed to foresee 
how fast the beet sugar industry of Europe would be 


rehabilitated. Several figures on Sugar Production 


follow: 
tBu ha ts) 
(Shown in thousand Long Tons) 
BHUROPEAN 
CROP YEAR CUBA __ BEEP ALL OTHERS TOPAL 
L9L2-L3 2,428 8.342 7,374 18,144 
1922-23 4,602 4,574 LO%L8S 18,359 
1925-26 4, 884 7,453 Ree 277 24,614 
1928-29 5,156 8.469 13,540 27,165 
1930-31 SEE: 10,578 14,999 28,699 
1931-32 3,000 7.758 14,700 25,458 


The Guban industry could 
not have foreseen the development of a new type of 
cane which led to substantial increase in yield per 
acre in Hawaii and elsewhere. 


PRIGE MOVEMENTS. 
The inergases in production 


and ever rising world stocks caused declines in the 
Oc'l. Fe. New York price from an annual average of 
5.24 cents a pound in 1925 to 2.86 cents in 1925 and 
e95 cents in 1932. 

Prices had declines from 
the peak of 22.5 cents a pound in 1920 to .57 cents 
at the lowest point in June, 19324. 


EFFORTS TO RESPRICT In 1946 surplus production 


FRODUCTION 
and decline in price led to 
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efforts to restrict production in Cubes 
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October, 1927, a law 
was passed in Cuba to fix amount of crops, making 
allocations to each mill, and in July, 1929, set up res 
an export selling agency. Due to dissent and dis- 
satisfaction this experiment was given up in April, 


1920. 


THE CHADBOURNE PLAN. 
: in “October, L960, President 


here 


Machado of Cuba requested cooperation of sugar companies 
in e plan submitted by Thomas Le Chadbourne, of New York. 
This plan provided for the orderly disposal by export 
over a 5 year period of 1,500,000 tons of surplus sugar 
annually. Bonds were issued in pavment to the producers 
at the rate of leaS Gents a pound for sugar delivered 
under the plan. 

Under the leadership of 
Mr. Chadbourne, Cuban interests as well as Huropegn, 
Javan and other sugar growers, representing in all 
nearly 50%5 of the world's producers, agreed for 5 years 
to restrict exports to stated quotas in order to restrict 
production. Increases in the guotas were to be dependent 
on world price of sugar. 

With declining consumption 
due to the depression (which exceeded the curtailment 
of production) world stocks built up as follows; 


resulting in ruinous prices as aforementioned: 


WORLD SUGS2 STOCKS U7 
9- 1-1922 1,381,000 tons 

12-31-1929 3,320,000 tons 

12-31-1930 6,249,000 tons 

12-31-1931 7,634,000 tons 


Paso ie o.5 6 8,026,000 tons 
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CONGLUSIONS. : 
: Had there been no Chadbourne 


Plan "it is difficult to belisve conditiozs in the industry 
could have been appreciably worse. Such a plan could 

not counteract the forces which had been gathering 
destructive strength for more than 10 years." 

"The sugar industry has boen 
the victim of misjudgment in management. All sugar 
producers who have increased their output during the 
last 10 years, even though protected by tariffs or favored 
by bounties. have contributed to the debacle." 


COMMENTS . : 
; Vinotetonv=el to L9Si—42 


"world production increased from a little over 19,000,000 
"short tons to 29,000,000 short tons. During the same 
"reriod visible supplies (as of September 1 ) ineregsed 
"from 2/000,000 short tons to well over 8,000,000 short 
LLLe 
"tons. The chief increases in production during this 
"period occurred in those ereas in which government 
Nintervention was most prominent -- in general, the 
Ndeficit~producing countz2.es. In hurope, and in the 
"British colonies and dominions exclusive of India, 
"the volume of output appvoximately doubled during tho 
"decade. In the insular possessions and Territories 
Nineluded within the taziff wail of the United States, 


“production has increased by about 90 per cent since 


n Toe insrease of production 
"in the foregoing areas becomes the more significant 
“when it is remember ci shat proaquction meanwhile in 

\. 


"Cuba ~- one of the lowest~coss sugar-producing countries 


Nof the world ~ declined by about 11 per cent. The 
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"fact that the output of Some of the lower-cost 
"producers was declining while that of some of the 
"higher cost was increasing rapidly clearly indicates 
"that government intervention was hindering effective 
"development of the world sugar industry on the basis 
"of natural advantage. The increasing output of the 
"less efficient areas, it is generally recognized, has 
"been brought about largely through government inter- 
NyontLONs feccce 

" Roughly speaking. it would 
“eppear that sugar production for the world as a whole 
"may heve been inereased by some three and one half 
Nor four million shart tons, or by about 45 per cent, 
"during the last decade in consequence of government 
WINECL VENTION. eles <6 « 

u It has been estimated 
"also that without deterring effect of intervention 
"on consumption the world takings of sugar in 1931-2 
"would have been greater by about 700,000 short tons. 
"Phe sum of the two quantities involved gives an 
"estimate of between 4,200,000 and 4,700,000 short tons 
"1s the total surplus of sugar attributable in 1941-82 
"to government intervention -- roughly, let us say, 
“between 4,000,000 and 5,000,000. The 1951-32 surplus 
“instead of being in the neighborhood of 8,400,000 
“short tons, would have been between 3,500,000 and 


"4,500,000 short tons. 


" If stocks today were between 


Lia 


"3,500,000 and 4,500,000 tons, they would be even smaller 


" than they were during the period from 1925-26 to 
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AS PA erst oe The year 1925-265 was almost at the 
"beginning of the sharp increase in stocks to the 
"present level of about 8.400,000 tons. If the 
“increase in stocks had not occurred, the world 


ee 


"price Of-sugar today would be somewhere in the 


"neighborhood of what it then was, minus an allowance 


"for the decline in the general price level." 


( Page 10.166 follows ) 
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TIN aND OIL 1120 
PRICE AND PRODICTIONwe su, "Projects: tosfixtpricesifor asic. 


CON TROL. | 
commodities artifically have in 


general,been failures. Those that have had some measure 
of success usually either (1) have involved commodities 
where a natural monopoly hes existed or where three or 

four companies controlled all the sources of production, or 
(2) have benefited from the vigorous support of one or more 
governments, that coerced recalcitrant producers into our- 
tatiment of outputs, Inthewlatter category ‘are (mining ite 
world and, petroleum'in the United States. ‘Tincontrol has 
Geen win tet teatusince: manchil, (293L; that of petroleum 
prices is scheduled to‘hecome operative on December 1, 1933, 
though the Federal authorities established maximum produc- 
tion quotas for the important producing states some months 
ago." 


iN sPOOd,. 
"Tt is true that no minimum price for current 


sales of tin was fixed; but the original curtailment pro- 

gram had for its specific and avowed goal the advancement 

Of hempricentopalbOupervton.! For! two: years'the “dmportant” Ll2el 
factors in the tin-mining industry had striven to cut 
production by mutual agreement. They had little luck. 

Finally when the price had declined to about £100 (compered 
with £320, reached for a time in 1927) the sovernments of 
Bolivia, Malaya, Nigeria, and the Dutch Nast Indies, were 
persuaded to impose restriction on the broducers in their 


respective countries. Cne must agree that diplomacy of the 


highest order was used by the tin-producing companies in 
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London. The snternationul Tin Committee was formed to 
steer the entire program. The four countries in iyeoinad 
produced 162,000 long tons or 86 per cent of the world's 
output of “186,000 lone tons. The agréement provided s.cnut 
to 126,000 tons. fn sugust an International Tin Pool was 
organized to take some of the surplus metal off the market. 
It acquired 21,000 tons of tin with the agreement that it 
would be liquidated gradually when vossible at approximately 
Clove Oriceiwentiluy Sharply to about 2.141 mine amie ye, 
1932, but thereafter declined when consumption shrank ami 
stocks rose to 60,000 tons despite the curtailment. The 
allowable production was cut to 106,000 tons, to 91,000, 
to 71,000 and finally to 54,000 tons or one-third of the 
produc vl On im L32o yy) end "boa, remarkable decree heservdresaac 
restrictions were entorced. This was the easier no doubt 
because the price advanced, passing £150 in the fall of 1932 
end reaching thesSccO mark in June. of this yearn. stocks 1122 
have been reduced to 30,000 tons. 

"Tt is under<tood that the i‘ool has liquidated 
Tissoh VOR tons entirely. AbD lts meeting on Oetover 2eth 
the Committee relaxed the restriction by raising the quota 
Tor 7.000 Lone tons tor 1954, 44 percent of that yin 2on9 
instead of 33-1/3 percent as at present. 

NOri ties: ot artificial minipuleaviony or markets 
and prices declare that, despite temporary success, the 
prOJjectrmili, ini the lone run, result inwnearm tothe tin- 
Mining industry. They point out thet the original goal 
of £150 was ignored when achieved. They declare that a 
Sound scheme for price 'stabilization’ should comprehend 


putting on the brakes before the price gets to unjustifiable 
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levels; and that the Tin Syndicate - like nearly every other 
Similar association - has oycrdone things. 


PETROLEUM: 
"Some aspects of the petroleum situation in 


oo 


eee 


the United States resemble those that have been outlined for 
tin. Secretary Ickes, Administrator of the Oil Code, is 
UuOTed ae saving There is ino use fixing pricesauniegseyou 
keep demand and supply within speaking distance.' (Cn the 
Other hand, many prefer the economic philosophy that may he 
expressed by revising the Secretary's remark to read, 

Une re stsenosnecd Ter iixing prices if you keen(denandeandeeii. 
Supply within speaking distance.' If one keeps supply just 
a stride or two behind demand the price should take care of 
itself, provided no unwieldly stocks are hanging over the 
market. Te wexperience of the tin-mining companies sisns 
Gace Ti point. rresumably the large faction among the 
petroleum producers) that. consistently opposed fixing va 

Dri ce OlmCLuU er olm nad sone such idea ini mid use 
conceivably the proposed minimum bese price of $1.11 per 
barrel for !'i1d4-Continent crude is such thet hoth. producers 
and consumers will benefit not only for the present but in 
the long run. However, questions like the following in- 
ject themselves. Lfvit-ie found easy to control produc= 
VlOneeno wealize oletly per barrel, wid there not bers trenu— 
Ous endeavor to inerease the price, especially if it can be 
demonstrated that higher wages or prices for supplies have 
operated to increase production costs? ‘here will an up- 
ward. trend in the controlled »rice stop? If the minimum 
orice is pegred at a level substantially higher than $1.11, 


to what extent will consumption be diminished by the use 
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of competing fueis? 

"The notion that the market will absorb sub- 
stantially the same quantity if the price were $1.50 as if 
it were 75¢ is not tenable, despite the insistence of many 
individuels that it is. Demand is and must be a function 
Of price. receralvorricials promise thet: in any price 1124 
fixing the interests of the consuming public will be safe- 
puarded. Assuming: thet this promise is fulfilled, itis 
by no means certain that the oil industry as a whole does 
not need protection from a faction in its own ranks that 
doés not see far ahead. Aftificial price fixing with ithe 
aid of government edict is a potent instrument. (i07can 
prove to be a boomerang." 

Fortunately, the group opposed to price fixing 
ultimately won the argument in the petroleum industry and, 
therefore, price fixing never became the boomerang it might 
have been. 

ue eo ukue eer ee 


GENESIS OF GOVERNMENT ; It is not known precisely when 
CONTROL. : NS 


ee 


government price fixing was first 


initiated; however, it is known that it is an ancient idea. 


FAILURE OF PREVIOUS EFFORTS. 3 
It has been tried on many 1125 


———— oo 


oceasions and has inevitably failed. 


SPECIFIC REASONS FOR ; 
FAILURE OF GOVERNMENT : The specific reasons for the 
PRICE FIXING EFFORTS. 

failure of these government price 


oe a 


fixing efforts may be classified as follows: 


CONTROL OF : Economic laws cannot be thus 
ECONOMIC Las. : 
controlled. “hen prices are fixed 


nn er eer 


by government decree, attention at first is not paid 
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to the other factors affecting price, such as, for 
example, supply and demand. In case of a shortage 
of supply or an unusual increase in demand, prices 
would tend to rise. Government endeavors to prevent 
this. Sellers under such circumstances are unable 

to profitably operate. In due course the government 
price structure breaks dow. On the other hend, 

if “here Mis ‘asurpnlus ‘of supply in ‘relation te demand, 
the tendency is for prices to fall. Government, 
recognizing that too drastic price drops might be 
disastrous to the economy, likewise attempts to 
prevent this. Business then becomes an operation of 
secret price cutting and in due course government 
fixed price structures again collapse. 

REMOTENESS OF PRICE FIXING : The gcysrnment price 1126 


AGHNCY TO THE MARKET. : 
_ fixing avencyror 


a et 


hecessity is too far removed from marketing operations 
to adjust prices when adjustment is necessary with the 
rapidity required to prevent economic dislocation. 
There is serious delay between the time when necessity 
for price adjustment arises and the time of final 
action by the government agency. The result is that 
the price fixed ig in nearly all instances an artifi- 
clal as distinguished from the natural price. When 
other than a natural price has been fixed, economic 
dislocations result through the operation of othr 
factors normally affecting price. 

It seems too obvious for argument that a govern- 
mental agency not directly concerned with all the 


business operations could not possibly understand and 
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take prompt action for price control that normal busi- 


ness operations would require. 


PRESSURE GROUPS AND POLITICS. 
Government fixation 


nr ee 


results from the activity of pressure groups and far 
too much attention is given to political considerations 
Ine ther xetLon Cnvorices . sellers naturally are 
interested in receiving a profitable price. Oonsimers 
sometimes believe that such prices are too high. 1127 
Thus seller groups and consumer groups become arrayed 
against each other and exert pressure againgt the 
governmental price fixing agency to fix the price in 
such a way to conform to their respective views. 

Both cannot be satisfied. “Neither seldom ever is 
Sauisiaed. | Tae belter organized, group and tne one 
Woven ecen exert, the, strongest | pressure often is .tihe 
victor in such a controversy. Economic considerations 
are left in the background but economic laws) are in- 
Cxorebie anti due course artilicialvoricssai ii sedies 
a result of political pressure, break down and the 
whole effort becomes a gigantic and chaotic failure. 


ENFORCEMENT IMPOSS IBLE. 
inforcement of price fix- 


ing decrecs is mreactically impossible Woen one 
considers that there aré hundreds or retell) outlets, 
each completing from a few to many transactions each 
day, the magnitude of the enforcement problem is 
readily apparent. s«dequate enforcement would require 


as.many policemen as there are places of sale. 


It may be argued that since there are only a few 


Le 
Lar ‘ o List \i iy ih hy 


7 hie 
: 5 1%) " a | 


iv 7 
y. i + G: 
- 7 2 Ma yf 


aa eae. soleus: ; she 28% sia, sale 
wR hn li super ota wabshiiego ean ‘ 


\ 


7 1 
vor wt 
¥ hi = 


yt wa ry i ‘s { iA) 
; : iv ui , : is 
se iaEos the ive heen; lige 


: hae 


Pere Fares eer rp ah a) 


a ; ; 2 05 1 ee ra Dat iy 3 are 3.4 i rae * m ‘is. a | i. et 
ees et biz atne is scomworere Vo yes vi tee ey oars at faa 
ghobdunsi BMS’ ie aif oY git 


é bdobiy ta okt see? ail til | 

ter A ne yor or ath heteetotht 

<4 Hsia pet fad eouidadde 

i tisk agers wet fee exalt 

(ohne wedto err \ den rage 

Mey oe 2 enki ‘Set rani arog 

anon ot Yew B ‘heir 

vhs ywrdae Und a ocean i ot 

bug PR em sodden Sul | bette +58 

+e oe aut Faxes ABS oo i sh 

- te voTe (ee a due at {tot aly 

bisoyaed edd at See. ers 

Lees abn nt bea. witsxoie 
Ave of Akadema fenttirog 20 tiveoa 2 


waits ties ut ie 3 # panded Hoi abot 


ees Senin Tis 


169) ie tae! cet 


‘iene mnetntrmten a ereliog Se 


sry vatotiees ined ihenhoouh 
‘Da! | iy! ny ‘ 


i fate 19 3 Se) ie 4 . 


nt 


re erate ‘ot we 


7 - é a Ly 
sary Ps Bye) leet t oh 


-10,1%2- 
Lo. Saunders. 


suppliers of gasoline in alberta, it would be a rela- 
tively easy matter to control price structures by 
controlling the prices at which the suppliers sell 

Their oprocueiss thas is a fallacy on its face, ie iets 
There are, in fact, many hundreds of retail gasoline 
dealers in Alberta; each dealer selling to the consumer 
Wold "be arnected’ iy a price fixine order. “Hach 
transaction or each sale made by him would offer an 
opportunity to violate the law. one way or another. 
Successful enforcement would require supervision by 

Wer ori ce fawane ercicy ol each such transaction. 
Haeperience creewnere Im the past has proved “that price 
fixing cannot be established by making sellers of 
commodities the enforcement agencies. 

INEVITABUG SPREAD Pe OCnUTrOL OF prices inevitablyeieaas 


OF CONTROL. 
to control of economic factors 


BU eg ui ieeorice. se ese Tectors are so numerous (ine. 
PoP CewCOMUrol Preorreally requires entire controlvor 
the business system, which in turn is impossible. 
PRECE PIZGNGM6Y “Y “Price Tixing is not sound fsovern-= 


REACTIONARY. 
ment pOLicy, end is yreaataonery. 


It may be said that this "reactionary" policy 
has been successful in Nova Scotia. eae ede aS 
not practised in Nova Scotia. The Nova Scotia Board 
Simply relates, the Nova Scotia price to, the free, and 
OverscompectLilvye price fixed in the Gul Usreo market. 
Tae base price, therefore, is left free. as a con- 


‘sequence of this freecon, prices are, in fact, fixed 


by competitive and economic forces and not by fiat. 1129 
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THE CENERaAL QUESTIONS 


STATEMENT OF “TH + We have said that if there is to be 
QUESTIONS. : 


government regulation of industry 
and/or prices, there should be (1) a government possessed 
of power to regulate successfully, (2) the necessity for 
taking such action, (3) the application of a method which 
would eliminate discovered evils, improve existing con- 
ditions and prevent the production of other evils and 
(4) a certainty (not a speculative surmise) that the method 
thus selected will do a better job of improving the economy 
TUat Aas bave Cl Treedom world) do. 
In connection with these assertions, we pro- 
pounded these questions: 
te se Government, Gualit Téd ‘and Yableruc 
regulate Lhdustry es successrully as natural 
Lows of /trade ‘now do’ it and have done” it? 
ae, DOGS aA provable necessity! for "resu— 
lation of any phase of the petroleum industry 
LO ALDerta Exist 7 
On moo) Suerev ame waOd OF regulation 
which will be more effective in improving the 
economy than private enterprise has been and 
now is? 


GOVERNMENT POWER. 
Ve have demonstrated that Government 1130 


— 


ee ete 


for various reasons is not qualified and able to operate, 
control and regulate industry as successfully as natural 
laws of trade now do it and have done it, when the method 
employed is such that Government substitutes itself in the 


role of managers of business. Goy ernmen t's: proper role 
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is to declare through law the rules of competition and to 
act as referee in seeing that those rules are enforced. 
When Government steps beyond this method of regulation, it 
becomes impotent to effectively handle the situation. 
Another factor that creates this impotence is 
that Government management of business often requires the 
isolation of the area over which Government has jurisdic- 
tion. Partial isolation through import tariffs and com- 
mercial regulationz did not provide immunity either to the 
United States or Canada to the economic depression init- 
iated in 1929. An even greater degree of isolation by 
means of higher tariffs and more restriction would, as we 
we are told, have had small effect under the circumstances 
than existing, provided any commercial contacts with foreign 
markets remained open. It is further said that the only 
possible chance for economic isolation to succeed in main- 
taining business prosperity (and the maintenance of business 
prosperity must be the objective of government interference) 11( 
woulc be for each country to shut itself off completely from 
all commercial and financial intercourse with other 
COUNLIVESG end aleo 10 Control. its own internal arieairs io 
that no serious maladjustments could occur. Reductio ad 
absurdum. 


NECESSITY FOR REGULATION. 
In view of what has been said, 


it is apparent that there is only a limited necessity for 
governmental interference with existing conditions in. the 
petroleum industry. 


Because of the promulgation of rules of law 


based upon fiction and surmise rather than on facts relating 
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to the production of crude petroleum, which in their turn 
established erroneous rules of competition in production, 
the necessity does exist for the correction of those rules 
by the enactment of laws based on scientific knowledge and 
fact so that wastefulness in production can be eliminated 


rather than compelled by law. 


As existing law can only be changed by an 1132 


amending enactment, a function exclusively a governmental 
funetion, government should amend the existing law to in- 
corporate therein the knowledge which has been acquired 
over the years. 

Phen, GOO, & proper governmental, Tunctien in 
all fields of human conduct is to endeavor to eliminate both 
dishonest dealings and unfair and immoral business practices. 
laws désigpned-—to effect these objectives should by all means 
be based primarily upon preservation and improvement of the 
competitive system of private enterprise. Historical per- 
formance proves beyond peradventure of doubt that this is 
the direction that government should take and that it should 
not under any circumstances attempt to frustrate that sys- 
ten Ol eclimineave it from the social order. 

Only to this extent does any necessity exist 
Lon cover Minenus iilers 6rence . 

In respect to corrective measures respecting 
production, immediate action may be necessary. In respect 
VONObHeEr MaLters,) existing Law should) Rew ehenced only ai ter 
thorough study how best to improve the competitive system. 


METHOD OF REGULATICN. 
Government operation is not a 


mnt mens 


workable ne thod. Government control wherein the government 
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attempts to manage business is not a workable method. The 
only method, in fact, which in previous experience has 
worked to any extent has been that method where government 
has established rules of competition and has acted as 
referee in their enforcement. On our past experiance, 
therefore, we can look forward to improvement in our social 
order if, and only if, government accepts the workable 
role, proceeds through accurate acquisition of knowledge to 
ehange the rules of competition as conditions “require, 
without in any way endangering the fundamental concept of 


competition and private enterprise. 


(Pere LO i efoLlows. } 
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GOVERNMENTAL IMPEDIMENTS TO LO. ER PRICES 


INTRODUCTION ¢: 
2 “th 28-n0T our intention to thoroughly 


examine this subject. Time does not permit a thorough 
accumulation and subsequent examination of the facts 
involved in such a study. ‘Ve do suggest that the Commission 
turn its attention, however, to some of the questions we 
raised at the commencement of our case, as questions involv- 
ing the reesonableness of price and of costs necessarily 
include an examination of governmentally imposed costs 
which 1Orm @ party of The price structure. 

in addition, the fact thay 
Glaimed too-high prices has le@ to the inclusion in the 
Commission of the questions whether government should take 
over and operate or otherwise control the industry necessar=- 
ily requires examination of facts known in detail only to 
government officials respecting governmental activities and 
their effect onthe economy. 


INCREASING GOVERNMENT COSTS. 
Government expenses almost 


everywhere in the world are increesing at a rapid rate. 
Deficit operation of government is a byword. Governmental 
aotiVilles are aareealte in every direction.) We are faced 
ins this®inowiirys with the question as to whether or not) the 
government of the Province of Alberta should not by further 
governmental activity spread its control or operation over 


the petroleum industry. 


Up to now the industry has been 


able to decrease its jurisdictional costs faster than necéssary 


Wa CA 


2 Aan H : 
LP Oe a eee ye tr, Aloe 
dhs wage seanaeen im 1 Pea at i saint et 5 leeeedend Rit ea pe 


: + eg Se te 
; oe ‘ a eh eens | 


aa a P j oO * * a . 
ries Jive. hee mate 


é A 
ee sats wf i 
, 4 * ij : 
} * AWRY o BE o a a 
4 " 
r 
' . 5: : ; 
_ asp «ae iol 
. . - ry ia , pei 
= ' J fous a LB ee 
i 
: : 
. , - 
; 
a 


Py) ee 


Rome yt ee” 


‘ENE Sed oe ar GA SCP ee Selene gtee een 


mie rey rien ae (2006+ oe 


eLoseein 


ect Sie 
CREE vil 


Fats 


1% Sf ivory ad? ane 
Sele t | | st05, 

iS (Sis Ms eS. Reet het ys Lutaens 
; ae. a 


a opataubmt aon oe, ue tog. 


: 
+ 


ae 


yh eed Mate ay ‘ea at ae: 
7 


i 0 


LO 7 Sie 


L. Saunders 


to offset the increase in fixed charges imposed by 
government. The petroleum industry has not reached 
the point as yet where this kind of performance is 
impossible. But the tendency is definitely toward 
impossibility of continuing the performance. If, as a 
result of constantly increasing, governmentally-imposed 1136 
fixed charges, a further lowering of prices is rendered 
impossible or increases of price are made essential, the 
ultimate result, because of the nature of the petroleum 
market, will be a contraction of business. Further 
expansion would be impossible. A dynamic industry would 
be rendered static, if not retrogressive, in the pricing 
of its goods. The past and present process would be 
reversed. 

This coupled with Turther 
imposition of restraints upon the individual, would 
accelerate the speed of the contraction process and 
eovernment restraints do have a definite effect upon 
buying power. 

sees 


GOVERNMENTAL RUSTRAINTS AND BUYING FO" ER 


THe “AYS TO IMPROVE : - As We have said, there are two 
BUYING POWER. : 
ways to improve buying power with 
fixed expenses and currency values remaining constant: (1) 
to increase wages and income, and (2) to decrease prices. 
The petroleum industry, as 


we have demonstrated, and many other industries as well, over 


the years, have done both. 


RECENT GOVER™MENTAL : In recent years, accelerated by the 
AQLIVITY s ; 


° 
° 


emergency arising from the world wide 
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depression, governmental activities have greatly increased. 
The consequent increase in government costs have increased 
the tax purden, direct and indirect, imposed upon all 
individuals. To the extent that taxes have increased, ’ 
buying power has decreased. For example, the individual who 
has greater individual taxes to pay has, as a consequence, 
less free incgme with which to buy the goods of trade. 
Furthermore, because the sellers of goods have increased 
taxes to pay which the sellers in turn must inelude in the 
price t® the consumer, prices have not gone as low as they 
c.ight otherwise have reached. The spread of government 
activities, therefore, is a real restraint to improving 
buying power. 
RESTRICTIONS UF : Some governmental podies are even con- 
OPPORTUNITY. : 

Sidering the advisability of closing the 
door of sbusiness to certaln, individuals. In this current 
investigation questiions are propounded as to whether too 


many individuals ere engaged in the petreleum industry. 


1138 


If perchance this Commission should find that too many persons 


are engaged in the industry and if the Province should wss 


laws restricting the number of persons who can thus engage in 


the industry, there will be two immediate consegquencess 
1. Many of the persons now engaged in the 
INduSt Eve ithe bDeptorced vwoyleave jit. .and 
2. Other persoms not presently engaged in 
the industry will be deprived of the right of 
entering it if they Wish. 


Whis. closing Of the doors to 


opportunity ultimately will lead to enlarged relief rolls and 


consequent increased costs of government, consequent increase 
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of taxes, consequent increase of the fixed charges on 
business, consequent higher prices and less buying power. 
Zt would seem on the face of it that the resulting contraction 
of business would in due course proceed to tragedy, if not 
catastrophe. 
WITNESS: f am going to leave out 
Pege 1139, Your Lordship, and then Pages 1140,to 1148 
inclusive are all quotations, they are from speeches 
of Mr. Byles, who was President of the American Petyvoleum 
Institute, and the same may be said of Pages 1148 to 1162, 
which was a speech by J. Howard Pew before the American 
Petroleum Institute. 

THE COM-ETITIVE SYSTEM OF FREE ENT RPRISE 
CONTENTION OF ; We repeat again the contention of Texas 
TEXAS CANADA. 

Canada: The competitive system @ free 
enterprise should be maintained and improved whersever 
possible rather than destroyed. This system has fathered 
the performance of the petroleum industry, of which the in- 
dustry is justly proud. 


COMPLAINTS COMPARED : There are times when some of the 
WITY PHRFORMANCH. ; 


—— 


units of the industry complain of 
conditions resulting from too low price levels. , In this 
connection, one of the leaders of the industry in the 
United States recently had this to say: 


GOVERNMENT RELIEF. 


*The industry is now: in one of 
"its periods of discontent as a result of lower price 
"levels. It is my personel vpinion that the situation 
"Nig not as. serious;,or doss xt promise to besasypro- 


"tracted, as many like situations have been in the past, 
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"excepting for one factor, namely, a greatly increased 
*tendency to expect relief from government for every 
"uncomfortable or unprofitable condition, whether of our 
"own or someone's else making, and whethsr known to be 
"temporary or believed to be vermanent., 


pUGGEST BE REMEDIMS. i 
; "These particular times and 


"eireumstances give birth to many ideas and suggestions, 
‘Might it not pe well to rememper thet the instruotions 
Not experience are far safer suides then declarations 
"of abstract idealism; thet small initiel variations 
*from sound princivles often lead to astonishingly 
"different ultimate results than those anticipated. 
"1lthout intending to be criticial of anyone, it may not 
"Se improper to cite an old expression, namely thet 
"Those who indules in wild notions often fly high ane 
tlLight low. The whole point I am trying to make is 
"that the easy way is often the wrong way; and that 
"sometimes the prescription harms the patient more than 
"it could possibly help him. .In connection with the 
"study of the verious proposals it may not be amiss 

"for us to pause and view what is right with the oil 
tindustry while we are considering what is wrong with it. 


SERVICE TO CONSUMER. 


"Prom the standpoint of service 


*to the consumer, who is the public, there seems to be 
“very Little, if ery, @rotind for complaint;.or dotwe 
‘hear any. On the contrary, can anyone name an industry 
*that has more eificiently or economically served the 
"consumer? Some day, and the sooner the better, this 


*story should be told in words of one syllable and 
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"and emblazoned so that he who runs may read. 


PURFORMANCT OF 
ie EMDUSTRYS 


"The industry from its beginning, 


ee ef ef 


"three-quarters of e century ego, 


"has found without interruption an adequate sur ly of 
"an elusive and hidden raw material. Since the intro- 
"duction of the internal-combustion engine the growth 
“of the oil business and itswidespread service has 

"been one of the miracles of the industrial age. 
"Through the development and apnlication of science, 
"based upon ever-increasing factual data, to discovery 
“and production of petroleum it has kept its proven 
“reserves well ehead of the ever-mounting consumptive 
"Cemsnd end, regardless of the occasional preductions 
®LOntne COntrary, which. ere es -old as the industry; no 
"well-informed person doubts thet this industry will be 
"able to do this’ for an indefinitely lone time to ome, 
"before having to suprlement its suprly in any one of 

"a number of known available and practical ways. 

By the invention and adoption of its own 

*Yunique methods of transportation it has reduced carrier 
"costs to a minimum and, through the application of an 
"ever-develoving and expanding refinery technology, has uaEAn 
‘almost unbelievably reduced the quantity of crude oil 
"required to meet the growing demand for products. 
"Thus it has conserved and extended the life of our pe- 
*troleum supnlies while constantly improving the quality 
of products, reducing their price and expanding service. 
*At the same time it has provided wages and working 
t*gonditions for la bor second to none in any industry, 


fand has contributed on property, processes, and products 
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“to the support of povernment approximately one-eighth 
"OL an. Of the texes collected in ithe country. Last 
ivear the total tax bill paid by the industry, and’ by 
"eonsumers, on its products amounted to the staggering 
Ttotel of 317545 ,000 7000. 

us These things have been and are being accomplished 
twithout monopoly, either public or private, and with a 
"minimum of governmental regulation or assistance while 
"at the same time keeping the doors of opportunity wide 
"Open for those who wish to enter any department of the 
“Husirvess.’ That they Lave done so and ere iconvinuing 
"to do so is evidenced by the imreasing thousands of 
*sorcalled independent producers of petroleum, the 


"tens of thousands of entrepreneurs in marketing, and tl 


"cany refineries which are build and commence operations 


‘wherever an operating profit is thought to be foreseen. 


BUSINESS OPPORTUNITY. 
"In the petroleum:industry, 


“as in all others, some fail and some succeed, but all 
"engaged in it seem reluctant to forsake it for other 
Wlines of endeavor and that, oresumably, because they 
"Seely thet in tits business as @ood or ibet ter); onpor— 
*tunit¥ is offered than in any other. 


REMEDIAL PROPOSALS. -: 


, 


"In these circumstances does it 
‘not seem wise to carefully appraise, both from the 
"standpoint of those engaged in the industry, whatever 
"their economic position or interest may be as well as 
"from the standpoint of the interest of the people as 
a whole, the various proposals which might disrupt its 


"service to the nation, as well as the opportunity of 
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‘those engaged in it. This is a great low-cost, mass 
"production, integrated industry, which practically works 
"on the assembly-line plen from the geovhysicists search- 
"ing for underground reservoirs of petroleum through all 
"the processes of productinn, transportation, refining, 
*terminaling, bulk plants and retail statinns, to serve 
"the daily needs of 130,000 ,000 people in this country, 
"end other millions throughout the world. 
us 4s a result of a federal investigation conducted 
"ebout 20 years ago, it was predicted that the public 
"would soom be paying a dollar a gallon for gasoline. 1145 
"Other predictions as unfounded as this one are frequently 
“nade. such is the stock in trade of the uninformed. 
"At the risk.of being included in the latter category, 
"T also will make a prediction, namely, thet the way to 
"double or treble the price of gasoline and other pe 
"troleum products is to adopt a few political paneceas 
"eas distinguished from obtaining wise governmental co- 
"operation. 
i ltwils not my intention upon this occasion to 
"enter into a discussion of the various remedies proposed, 
"Such as divorcement of pipe lines, the divorcement of 
‘marketing, or other steps which would lead to disruption 
"and disintegration and add to consumer costs. ‘The 
*word, ‘integration', is here used in its generic sense 
“and does not refer to so-called integrated comneanies. 
“The whole industry, from the stripper well to the small 
"so-called indevendent service stetion, is, after all, 
"nart of an integrated industry - each operator, whether 
anaes snall, participating in the daily flow of e 


‘veritable river of petroleum and its products from the 
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“widely scattered producing fields to more widely 
‘scattered consumptive markets. 

id Rather let each one carefully think out 

“whether this step or that, if taken, would benefit or 
“hurt him in the long rmn, or benefit or hurt the con- 
"‘sumers, who are the nation, and upon the proper treat- 
"ment of whom one's right to do business does and 


“shnuld depend. 


GCOMPLEATP Teo ve Me) 2 tt is difficult) for enyane ite 
OPERATIONS. : 


bhe ss: envissge the camplete economics 
"of so vast, comnlicated, and sensitive an undertaking 
"as the netroleum industry. It is particularly diffi- 
"cult for one engaged in but one branch da) tne industry 
"to ‘see the effect’ which the fulfillment of all ‘his 
"desires would-have upon the other branches and con- 
"sequently upon the whole undertaking, including 
"himself. This le:ds me to remark that there is but 
‘ane greater need for this industry than a campaign 
“of sound, accurate, end honest public relations, which 
"would result in better public understanding. That 
‘greater need is for such a campaign in what we might 
"term domestic relations for the education of those 
“engaged in the industry itself. 


FREE COMPETITION. 
‘The opportunities which have 


pons to those engaged in this business for its service 
"tq the public have come dg a result of a free con- 
"petitive system. Competition often hurts, but at the 
"Same voime it, end ‘it alone, provides, opportunity for 
*the individual and progress for the nations II at 


wrimes, (in our distress, we ere inelined to doubt. this, 
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"Let us reflect for a moment on what our opportunities 
"would be, or what the fate a@ the nation would be, 
"under either bureaucratic or totalitarian regimes. 
‘Unless I mistake the spirit and character of the men 
"who make up this industry, they are likely to keep 
“their feet on the ground and continue to fight for 
Mfree economy and a tree industry. 


FUNCTION OF GOVURNM ANT. : 
; The Dunc tion aeniereie 


"of government, as I see it, is to lay down the rules of 
"Une game: sand thereafter to act as an impartial referee, 
*seeing =o it that the rules are obeyed - the game 
"itself to be played within those rules by men permitted 
WO. 6CMercise: their Owe initiative and their own in- 


‘eenuity as free men’ only can. Thus and thus alone is 


"progress made and do men grow strong and nations 
"great." 


ee Olle EMU SAY tet LIVING MONUM EME fo. ea 


AMERICAN SYST vf PREM TUMPERPRIC TS 


INDUSTRI4£L PERPORMANCE. 


[22 oe 


Another speaker on the same 
occasion, reviewing the performance of the petroleum in- 
dustry in the United States, praised the competitive system 
for making nossible such a pe. formance. He then stated: 


HUALTHI i COMPETITION, | s 
: The petroleum andustry 


“has been built around the theory of big and expanding 
Msroduction at low end constantly lower prices. It is 
‘HOotOuLy OUT Oige@est Single industry, Dut ites our 

most impressive monument to the efficacy of unstinted 


‘competion. I mean the kind of! competition that is 


talvays looking for petter methods, improved processes, 
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"invention, discovery - that seizes upon every new idea 
‘looking to lower costs, better products, wider mar- 
"kets ~ that always gives the consumer the benefit of 
‘better goods at lower prices. It is the kind of com- 
“petition that hes demanded millions every year for 
“work in laboratories and experimental nlants - thet 
"has endowed scientific study and tireless research. 

ie from one point of view it has been expensive 
"competition; for it has demanded a constent reorganiza- 
"tion and modernization of plants and processes to keep 
‘tnem in sten., Ths establishment, that is today’s last 
‘word in progress, and has cost millions, is likely to 
"be outmoded by next year; it must be brought up to 
tdate on péin of being elbowed out of the race. Yet 
"this seeninge wastefulness is in truth the essence of 
*sound industrial economy. The fraction of a cent of 
"saving per gallon, or the shade of improvement in 
Aouaelity, is quickly multiplied into wider acceptance, 
“expanding volume, and strengthened position. These 
"ere things which keep us constantly on the keen 

"edge of commetition, and which make competition a god 
"thing. 

"Looking beyond the horizons of our own particular 
‘industry, I think we may emphasize this point 

"by a brief consideration of the entire automotive 
‘“eroup, among which petroleum is only one. This group 
tmost characteristically typifies the industrial trends 
‘of th present century. Cesuel recollection of 
‘horse-and-buggy days must impress how sweeping has been 


*the revolution in manners of lite eMd methods of in- 
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“dustry. And the most striking thing about this auto- 
“motive development has been its competitive character. 
a In that competition we have seen how the 

"rugged individuelist, Henry Ford, sturdily independent 
‘or finance capitalism, stock market anpeal, or bankirg 
‘Tsup-ort, hes found his place. maintained his indenend- 
Mence, and reared an industriel structure that is one 
"Of the wonders of the business world. Yet right 
*alongside of Henry Ford we have seen a score of great 


PCOmpOrete Concerns raising their captiel irom miiiions 


"of investors and building up the same kind of busirmss 


UVO the same pimnacle of success in the entirely 
"different atmosphere of corporate organization. 

a So we see that within our American system of 
"free enterprise there is always room, side by side, 
"for colossal units of individual enterprise and tower- 
"ing structures of corporates organization. &t the end 
*of 1937, General Motors Corporation was owned by 
TOL, comeveCkhnolaers: the Ford business by "62°" SO, long 
"as such widely divergent types can grow and flourish, 
*monopuly will be impossible, 

If I may be pardoned a wersonal allusion in 

"this covnection, I think the,expenience jot imycom 
‘company - though on a much smaller scale - illustrates 
‘the same point. By comparisOn with many of the 
"toreater corporate units in the netroleum industry, the 
‘Sum Oli wompany is quite aymodest, litihe eitaim.» Both 
*its controllin ownership and its management have 
‘always been held within a single family. Its opera- 


‘tions represent apout 3 per cent of the country's 


1150 


ssa 


ae 


et nk 


es) 


rota 18h: bv ion 


. 


Lipson TiS Joy Ho +e 4 eae . Jade 


‘ 4 i wie 
1 
| Ee 
y 4 er 
sab baw ee 
i ) 
A 
Fok he. 4 
ee MA SA 
6 . f 
wie Ripeae aa oa, oe No oh een in i 
~T Ce hae ha. ed. 


re i. 
. A ! 
q a ae : 
pe es hake i eh eee aCe atte ats ree) ae 
SN 205-5 BRU Seca cel Te Ca a 
_ 
‘ ss ¥ ays ro he = ? 
: 4) ee fy eee bat ty ate ae 4 
{ 
ee me fy Sty Eh, ret ae 
{ ‘ ie Vibe ‘ ‘ ; 
% e% . fan ie 
a ee Mit Ke Wye * ; at 
; F i 
es pate wd * oe pes 
mes e Hee A cope 
‘ 
ty 
t et fb . eh 0 
‘ » Wy : 
s Sif arts lee : 
iP : Pe iP taets + a a uM i a 
a an . _ 
1h ad kode * i 1 pot i 
3S iy : Whe betes 7 
} 
a a : 
Y } 
ue Vag 
ae A aes 
, 6 Sa aa ais 6 oe a pee 
7 ys 
“ FAS AD A ah Nae . S ' = 
rae Vga’ . ¥ i 
ee ts ua £ t , 4 % . 3 F 
a] 
ry A 4 x i oa , - 
* ee 2 o4 <a Nal ey beeen >, i) we Oey es oT. ari ae “ 7 A - 
11 Se if ns Pa Ss oY ee 0 eae Re COR 5 —F We es eee ? agen oe mile : ‘ 
*~ 7 ‘as > wi eae 
’ 
‘ ‘. " % mmf t hy 5 
ay. i re we rn " . ¢ Jf \ 
; peak > ey f id ah ay Gh ee EP ghee Ss 
S sre eee F 
: me) + y : 7 
Sas . ‘ ‘ F So —  Sn vay 
bee . ee a Pes Ser ogo ah og ‘ ria pa ) 7 
i aw FC eS s ‘ : ' ; os ie 4 ac1eh Jin el Cl % ie ¢ hestae" 
Moe) aan. tae + +: pe + 
i ij » & " ‘ - 
hate ss ’ w oa oll ~ 4 j wo? 
ree, My a Pore we vis SAE boi re at ew ian weg tt rea whee. vie ‘o2 ~ . 0 a] Pay > , 
a aia on etn ey era es nf 8 HT es ye Acs Lan | wo v Li Va BOs fr Mie ms. 7 
oe . rin Arc iat a 
‘ : ; ' 
a ’ 
: ; : P > F 
on 4 Toe Cree at ce J vf ty 
ede itt Re abd a eS 
i 5 raat Tr js : 
BS Fe “ee Ne aad, r i “tn « 
Si Sas hd SIA Lily eh SM mA Ve her 2 
te 7 ~ Nosh mhe gp be , 4 ~ 
. Pee : ; ’ 
: Me AD PRES LE a 
* =) ‘ on . a . 
. atonal ae a Sey re) pa “* 
OF ¥ Bes We te iy PER Lae say. baw hsok. Rhine 
| ' 


aoe! a! A to pen 
Sy ae Bh lee ol I ALOR 


Co Sethe st POAT oh re J 
7 ‘Gi patie aor ie anes IRs ae. 
ae : : 


uy tn evo 


sf 
vey in “+o -_ 


- 10,189 - 
eunders 


"petroleum industry; so I rete myself Ba ‘smell buyusi- 
“ness man'. Now, it is only about 13 years since we 
‘produced and marketed gesoline. At thet time the 
"industry, as we promptly learned, had grown to full 
"edult stature; and we were left no room to doubt that 
“it was thoroughly competitive, Nevertheless, our 

"“h peful little enterprise was able to make a place fur 
"itself. We found no monopoly to freeze us out, and 
mo excesses of competition to starve us out. We have 
never assumed a divine right to a place and a share in 
"the industry. If somebody else could serve the public 
"better in quality or price, he was entitled to the 
“pusiness.. That is still our attitude, and the attitude 
“of, the industry... averybody nas.recognized that his 
"right to continuc,in pusiness depends on his ability 
"to give thé public what it wants et prices it is 

"both able and willing to pay. To live up to that 
"Tormula has kent all of us seratchinge. It has been 

tea case of root hog or die, and my agricultural friends 
"tell me that the most vigorous rooter is usually the 
"healthiest hog. 


PUBLIUC SERVICE. 
rc. “Throushout the.entire .group of 


"automotive industries the aim has always been for big 
"volume, mass production, and low unit costs. The 
"automobile manufacturers, under that formula, within 
‘a few years have put 30,000,000 cars on our American 
"roads. In 1909 the average passenger car's wholesale 
*vealue was 91,252; in 1935 it was 4527 - a reduction of 
758%. The car buyer of 1925 peid on an average 


@31.50 per horsepower; in 1937 he paid $8.60 - a reduc- 
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"tion of 72 per cent, Today the oar's expectation of 
"life is twice what it was 25 years ago. The tire for 

‘a light car, which cost »20 or $22 in 1914, now costs 
"G12 or 913; today’s tire is good for 25,000 miles or 
"so. the 1914 tire was, egcod for 43,570 or 4,000 miles. 
"In a word, the cost of owning and operating a car 
"today, mile for mile, is about one-fourth what it was 
"M1 years ago, And we must not forget that special 

*taxes on the car and its fuel have built our good 
"roads. 

se The autonotive industries have served the 

*public well. They are free from monopoly, and competi- 
"tion has been a chief factors Nevertheless, there is 
"demand for government to invade the oil industry's field 
“with measures which, under the guise of helpful 
**regulatien'!, would befnre long develop the paralyzing 


"rigidities of government control, 


REGULATION vs. CONTROL.-.3 
: "FT think there will be 


"little dissent from the view th: t if netural economic 
“forces are adequate to keep business on a sound basis, 
"there is no occasion for governmental imterference. 

*T mean sound from the standpoint of all concerned - 
"owners, labor, management, customers, and the public. 
*Only when natural economic forces fail is there 
"Justification for governmental regula tion - and then for 
fonly the minimum of regulation necessary to re-establish 
“the sound basis, 

c Let me be quite clear on this matter. It is 


‘proper for government to lay down general rules to 
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‘preserve competition, to prevent monopoly, to enforce 
*sound business ethics. Having laid them down, 
"“sovernment should enforce them. But when the arm of 
“government is thrust into the intimete workings of 1154 
"business, when government undertakes to dictate pnlicy, 
"to fix prices, to interfere with the very comp tition 
"which it assumes to be protecting - then we have 
“government control; and that is inevitably paralyzing 
WLOvinitiative,,invention,s,adventure, and enterprize. 

" Regulation may impOse rules, to b: enforced 
"through the courts; but thateis different from the 
“control which enters the picture when a board, or con- 
"mission, or other administrative authority is vested 
"with managerial discretion and, from the insiee of the 
*business structure, exercises at once the functions 

‘of the judicial, the administrative, and the executive 
“agencies. that. .is the domination that our ardent 
"economic planners would have government exercise - 

"the domination in which will be written the death 
"sentence of free enterprise. 
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>) "Our American system of iIree 


*enterprise is far more than just a way of doing business. 

At its best it comprehends good sportsmanship; gives 

"free play to the laws of supply, demand, and competi- 

"tion; develops discipline, character, and initiative; 

*raises the standard of living, and improves the morele 

‘of the people. “hen I speak of free enterprise at its 

¥best, I mean when it is entirely free-free from LiSS 
‘monopoly, private or governmental; frees from government 
TSQOncro. or intimidation; lree fromiprice. or productim 


“controls after the manner of the cartel system in Hurope. 
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"My quarrel with the economic 


planners is based on my belief that they know so many 
Things “tet “simply are mot "true. They do their think- 
"ing in a complete vacuum, and entirely disregard that 
‘vast body of experience which proves that they are wrung. 
“xperience and experiment are about the orly things 

fon Which we can confidently rely. Detailed investi- 
"sation and scientific experimentation are modern 
"processes that the ancient thinkers would have regarded 
‘with scorn, but they have disproved much of what ancient 
Wisdom accepted as fundamental truth. On this point 
“on? LtTustravion hasvelways appealed. to mes 

S from the beginning of speculation about 

inhysics it was believed that bodies of different weights 
‘would fall at speeds in prnportion to their weights; 

®a two-pound weight would fall just twice as fast as 

‘ga one-pound weight. That was accepted = obvious and 
"orical for countless: centuries. Then one day Galileo 
"olimbed up to'the' top of ‘the leaning Tower of Pisa with 
+a two-pound weight in one hand and a one~pound weight 
"in the other. He dropped them both at the same instant, 
tend observed that they reached the ground also at the 
"same instant. That was about the beginning of the 
‘formulation of the laws of motion and of gravitation. 

" Vhet we need nowadays is some Galileos of 
‘economics «nd sociology to drop a few weights in the 
‘right places; to exemine and to compare the experience 
‘OL ci ages with the various panaceas that our economic 
"and sociel plavners are dishing out to us. In the 


*liehnteot that experience, it is difficult ‘to give 
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"serious consideration to those who today solemnly argue 
‘thet poverty is caused by overproduction; thst an economy 
"of searcity will bring prosperity; that if we will only 
"work fewer hours, all of us will be better provided for. 
‘They urge us to hobble the scientists and to muzzlé 

"the inventcrs, lest progress destroy the jobs. Our 
“swentieth-century  sophists «ill off the little pigs 

“in order to insure our supplies of pork. They heap 
"paralyzing tax burdens on industry and enterprise just 
‘when they want industry and enterprise to expand. And 
‘they decree that the farmer and all the rest of us 
"shall produce less in order that we shall have more. 

" Le ea calane with some interest as to 

"what might have been the attitude of a National Planning 
"Board in 1900, if one lad 6xisted at that time, toward 
"the automobile and petroleum industries. There were 
Pubes oponerat One reLnie COunt ry some GoUlOT OTOL 
"ears, consuming GO,00U berrels of gasoline in a year. 
mMiheatv, is just about enough gasoline to keep the cars oF 
Mtodey in Operation for one hour and @ held. Lec us 
‘imagine Mr. Ford, with his great vision or the automo- 
"OHile's future, ape aring before thet board and asking 
‘that in its program for the next two or three decades 
"it provide a few billions of dollars of capital, along 
“with necessary labor and material, for his industry. 
"The board wouldhave recognized in Mr. Ford a mild 
‘lunatic. They would have asked him where he exnected 
"to get the gasoline for all those cars; and wuld 

"have pointed out thet neither the gasoline nor the 


"crude oil from which to make it was anywhere in sight. 
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"and they would have rejected Mr. Ford's demands, 

‘4 sophisticated public vould have laughed at Ford when 
"the board set down genius ss insanity and inventive 
“abilitv as lunacy; - and that would have ended all 
"foolish talk about -horseless carriages and flying 
Mmachines. 

But fortunately for those 20,000,000 families 

in this country who derive nleasure and satisfection 
"arom, the Cperation Ol their cars, there was no such 
(UGE Gott Leo.) end so Mir Ford, tot worryiane spout 
where his gasoline was coming from went right ehead 
‘building more cars and better cars, until presently 
“Ne Wes Turmine OUT over 1,000,000 cars @ year. 
8 HOVtUMe ey salso Tor the oil industry, there 
Mes no such boerd, for the industry went right ehead 
“drilling more wells and deeper wells, and sometimes 
PP GO ne wOoi , Oil men brought technology to their 
Nassistance in tne form of geology and geophysics, and 
‘by their aid discovered new oil fields. In order to 
“eet the gasoline into the consumer's car at the lowest 
‘possible cost, they built tens of thousands of miles of 
"nipe lines whichcerried the crude oil from the weils 
Menoweyorea 1b at Central points. They invented, 
‘developed, and built hundreds of greet tank steamers, 
"which have »ow becons the lowest-cost transportation 
“onits sm tne world. They built finer, larger, more 
‘complex, and more effieient refineries; and then they 
Huilt more piple lines to take the gasoline from the 
‘refineries, where it wes eventually loaded into tank 


‘“spucks and delivered to those hundreds of thousands 
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‘Oleriliine stations =throughout. the Land.’ And 9 tne LLoy 
"oil industry, doing each year thuse things which would 

"have been impossible the year before, was alweys able 

"to keep just a step ahead of the thirst for gasoline 


‘of those multiplying millions of automobiles. 


(Go to Page 10,196) 
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: "Ve cannot but view with concern 1159 
HikITAGE. : 


the tendency of government to 
control more and more of industry and thus continually 
to narrow the field that is left open to free enter- 
prise. he railroads, with their rates, wage scales, 
and finances under control oi government; the other 
public utilities; the banks, insurance companies, and 
investment concerns; and the merchant marine; these 
are all practically closed to free enterprise and the 
Operation of natural economic law. iven in that most 
elemental and least integrated of all industries, ag- 
riculture, we see that the hard, unimaginative auth- 
ority or government, experimenting this year with one 
nostrum and the next with another, has produced all the 
Symptoms of creeping paralysis, 

"This persistent effort to 
bring industry, business; commerce, enterprise, under 
government domination is a flat denial of all the lessons 


of the century and a half of the industrial age. ‘WJithin 


that sha t period the institutions of political dem= 1160 


ocracy and economic freedom have grown up side by side. 
They have grown together and Lived together; their 

epoch has been marked by the emancipation of the com-= 
mon man and by humanity's most impressive advances in 
the arts and sciences» Free enterprise has always nade 
the greatest contributions to recovery from aepressions 
by lowering the prices at which its products are sold. 
£Znd just to the extent that expanding government controls 
narrow the area within which enterprise and initiative 


are free, to that extent they add to the burden that must 
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be borne by those who are still their own masterse 
"In conclusion, I appeal 

to you men or this great industry to stand firm in 
defense of the American system of free und competitive 
enterprise. The truth is that no economic planning 
authority could ever have foreseen, planned, plotted 
and organized such &n amazing spectacle of indastrial 
progress as the world has witnessed in the last century. 
No trust or combination, private or governmental, could 
have accomplished it». It could have been achieved only 
under conditions of wide-open invitation to all the 
genius, inventive ability. organizing capacity, and 
managerial skill of a great people. 

"Nobody must be barred, 1161 
no invention rejected, no idea untried: everyone must 
have his chunce; and under our American system of free 
enterprise and equal opportunity and everybody gets 
just that chance. It is our freedom that has brought 

us to this high estate, intellectual freedom, religious 
freedom, political freedom, industrial freedom; freedom 
%’O dream, to think, to imagine, to experiment, to in- 
vent, to match wits in friendly competition; freedon to 
be an individual. 

"Phat is our great American 
heritage. ‘ith so mamy political witch doctors abroad in 
the land teaching communism, fascism, planned and dic- 
tated economies, governmental paternalism, and all the 
other isms, I urge you to guard well that heritage und 
to turn a deaf ear to all their sophistries. when 9 


people come to look upon their government as the source 
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3 
of all their rights, there will surely come a time when 
they will look upon that same government as the source 
of all their wrongs. That is the history of all 
planned, dictated economies. That is the history of 
tyranny. To each of us is assigned a part to play in 
the great drama of life; and we can only play our parts 
with the greatest measure of perfection as free,.un- i166 
hampered individuals. Surely it is not thinkable that, 
in the light which shows through this twentieth century, 
a great progressive people will be veguiled into turning 

back to the ways of controlled economies and dictated 

social programs." 


SELF-SERVING DECLARATIONS « 
It may be stated that these 


are "Self-serving declarations.” i/o confess the chargee 
They are self-serving: firstly, because thoy were made 
by mem who know and work in the industry, and secondly, 
because they accurately record the facts. They cannot be 
refuted . 


BTANDARDS OF LIVING. 
; The performance of the petroleum 


industry was but a part of a system which has created in 
North America the highest standard of living in the world. 
The people of the United States and Caneda enjoy the use 
of more of the facilities available than elsewhere in the 
world, at lower cost. It is often said in these troublous 
times that the world must choose between democratic and 
autocratic institutions; that the nations must choose bo~ 
tween freedom and dictation. lt is very difficult for 
those of us who live in North America to understand such 


statements. 
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Let us review for a moment 1163 


the results of free enterprise as compared to results 
in countries where authoritarianism is the order of the 
daye This review climinates choice because it sakes 
amply evident that freedom is the only way. 


THH Ne he Me STUDY. $ 
_: Very recently the National £ssoc- 


lation of tianufacturers completed a study developing 
facts which we shail detail in a moment. 


In explanation of how the 


facts were gathered, the Association says this: 


"There are certain articles 


commonly used by the workers of almost every country. 
Some of them are required to sustain even ao bare living 
and theso are classed in all countries as ‘necessities’, 
Others, because of the high standard of living in this 
country are thought of as necessities here though else- 
where they may be considered luxuries. An economist 

was especially chosen to make this survey. tquipped 
with a representative selection of common products an- 
swering the above description, he set sail for kurope. 

"His buying procedure 


abrpad is worth describing: First he showed the store 


Glerks in each country visited the American articles in 


his possession, and asked to huve them Matched. If 
there were no goods of comparable quality available to 
the foreign worknan - as was frequently the case ~ he 


bought the articles in common use. 


"He carefully wrote down 


the price of each item purchased and also conducted in- 
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vestigations in each country to find out the average 
wage rate of factory workers. When he had noted down 
all this information and all his purchases had been 
made: he brought a large trunkful of typical items 
back to we United States.. 
| "Zhen came the purely 
statistical work. The ¢conomist sat down with the data 
he hed collected and figared out how long the average 
industrial workman in eaeh country had to work in 
order to earn enough money to purchase these goods. 
| "In the case of certain 
necessary articles the advantage of the American worker 
is almoat appalling in its implication that such artioles 
freely purchased here are almost out of the range of the 
foreign worker's pocketbook. 
"There is one other faator 


which contributes to the advantage of the average 


American in this respect. This was brought out when 


the products purchased: in the various countries were 


| taken to a laboratory to be tested. The investigator 


wanted to see whether they compared in quality with those 
he had bought in the United States. In 4a number of cases 
he found that the goods from abroad = the grade that 
workmen habitually bought ~ were far inferior to the 
quality available heres 
‘or "is an example, the over~ 1165 
alls ‘that workmen customarily wear in one country were 
founa to suffer an 18.4% weight loss and 3.8% area 
see during washing. The testing laboratory 
estimated that they would wear only 1/3 as long as the 
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overalls purchased by the american worker and in hours 
of work they cost the foreign worker ten times as much 
asp the othor, far better quality, pair cost an Americans 

"In other words, not only 
does the foreign worker pay nore for necessary atticles, 
but often he cannot buy the same quality products that 
the American uses. He cannot find goods of that quality 
in his shop or market." 


Pi AGT By eliie | . 
> The facts brought to light by thia in 


vestigation follows: 

1. One hour's wages will buy in the res- 
pective countries noted below, the number of baskets 
of food set opposite the name of that country: 

United States. ...c0ca2.8d 
GOPGENY s «sea .0 eo 0 epee oh 
EGS Vahe wise sso eo sis ce OO 
FRUSBLE os seco dase eo 00540 

2. One hour's wages will buy the number of 

loaves of bread as indicated: 
United States..ceren71d 
Eye sb UN ole oceaierete See 
Peli ice a a 
LUNES pinle wie wcsceus bolas Lael 

oe Qne hour's wages will buy the pounds of 
butter set forth below: : 

inweea Stasoe ai liee 
Germanys seco euesOnd 
Ital yeeroscvereevc0ed 
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4. One hour's wages will buy the pounds of 
beef set forth below: 
United States...-e8.1 
GELUANYecrscccecsees0ed 
LGOLLVistete te ielelete’s «see 
RUS ALG a ee oe 'e ce cee oe eled 
D- One hour's wages would buy the following 
pounds of potatoes; 
Unitcd States.....d5.1 
GOLMUNVecssccccee eed 
DUCA ca ce oie tise ss ee Jee 
RUBBLIBscsecccvcese Fed 


6- Onc hour's wages will buy the following 


pounds of eoffee; 


United BStates..e.. 26 
GOLMANY «cccvcceee « 0.3 
Lt Al ye ccvcvsecvece Oak 


RUS BIG cocccwcosess Ool 
7¢ One hour's wages will buy the following 
numbers of cigarettes: 
United States..-...112 
—GEYMaENYecoscecsceee JO 
RUSSid sceccseccesvee LO 
DEE AV Gi hlate tc! o'sts (e's etetere LO 
8. Et will require the following hours and 
Minutes of work to buy a pair of work shoes: 
United Stateseccoee 5326 
GOLHaNnyersooeerecee 8209 
Ttalysccescceeceee h4i62 


Russia ceoeoeoereee ee oe sot is eported e 


o. 


» 


oo 


be 


fi 


« 


R.LsSaunders mL) SOs 2 
C4 
8 
9. It will require the following hours and 
minutes of work to buy a shirt: 
United States....... 1:28 
EO TIMAIDY + « o¢.0.0.0,0-0 0.086 «a IU) 
HeGEPEY tae) oisgeiede, elereserste et taee! 
RUSSIA. croccceseeeeeNOt Reported. 
10. It will require the following number of 
hours and minutes of work to buy a pair of cotton 
work socks; 
United States.....o4. ae 
Pe ere a letetetateceseustsle oles 240 
PWG AL re e's e's ss ols chee ewie’ UL 
RUSSIA «cece csvcewecoee NOtF Reported 
lie The hours and minutes of work required to 
buy a pair of overalls follows: 
| United StateS..ceeceee Loli 
ET ROLL V ote1s| sJelewte)spelots o L050 
UGE Vietetels sie mip sls Sao «beretam OTOO 
RIBBLE sn «ss cacecsceonen NOU MeLOr tou 
lée She hours ana minutes of work required to 
buy a pair of ladies' silk stocking follows: 
United Stateseceeccceoe L201 
GOLMaNVerecaceeereeses B200 
UCL Y ceccteie cs bo sie a eee omic Le 
RUSSLGeveccessececvesse NOL reported 
13. The hours and minutes of work required to 
buy a house dress: 
United Statese.cecccee Lte8 
GOTMANVer.cccercvvecess (3.08 
T.DELLY wes. cieie ws ereyeie sisyeiesaistytlie OU) 


Russia. eoeereeeeoee ee 6 Not Reported 
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14. The hours and minutes required to buy a 
radio are as follows: 

URIted Stat 6S s<ctecwr LOURDO 

Germany». once eo @ eoeoe ode cA) 

DCE Vihinis Ble bb 6 © so-so wie eerueusy) 


Hussiaa sco On Be elelukomenawen Ont reported. 
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1169 
From these facts it 


is obvious that work of the sverage employee in the 
United States will buy more than in foreign countries. 
Actual research shows that the factory workers in 

the United States buy necessaries with less effort 
than in the totalitarian states, 

As this group of facts 
reletes to factory workers slone, while the purchasing 
power of the factory worker is perhaps the best 
index to general purchasing power, the study also 
developed facts to give a broader picture of living 
Standards in the United States compared with the 

Ny ge 
totalitarian states. 

1. The United States 
possesses more passenger automobiles than any other 
country in the world - a cer for each 5 persons. 

Canada ranks second on per capita basis - a car for 

each 9 persons. Italy has but one passonger car 

for each 133 persons; Germany a car for seach 55 persons 
and Russia a car for each 2,548 persons. To state the 
matter another wey, there ere 786 automobiles per 1,000 
families in the United States; 73 automobiles per 1,000 
families in Germany; 460 per 1,000 families in Italy; 

4 per 1,000 families in Japan, and 1.5 per 1,000 families 
in Russia. 

a, In the United States 
there is a telephone for seach 7 persons; in Gernany a 
telephone for each 20 and in Italy a telephone for each 
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3e The United States has 
a radio for each 4.9 persons; Germany a radio for every 
7.5 persons and Italy a radiO for each 55.6 personse 
4. There is moro insurance 
carried in the United otates than in tho totalitarian 
countries. In this connoction the per eapita life 
insurance coverege is; 
United statesSeceeseeee 877062 
VOU METILY ole lete lev. ctslole.¢ 6 esse, | Oe O 
DUG EV chelate ctolatale sévisiejeis oes. fhelke 
1171 
Se In addition to the 
life insurance coverage - there are 64,000,000 individe 
uals in the United States covered by life insurance «= 
a large number of people in the United States have 
savings deposits. There are at the f~resent time in 
excess of 44,000,000 savings bank deposit accounts 
in the United States. 
It seems apparent from 
the standpoint of the average individual the competitive 
systom of free enterprise is the most successful yet 
devised. 


THE BARCLAY iSTUDY. * i: 
3 In another study recently 


published, additional facts established beyond per- 
adventure of a doubt the higher standard of living 
existing in North America. The following facts, among 
others, were brought out in that study: 

Le There has been a 
steady upward trend in the hourly wages, weekly income 
and weekly purchasing power of the jmeriecan workman 


in the 25 major industries of the United States. 
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American workmen are far in excess of those 
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a. The wages paid to 


existing 


in Italy; for example. where the comparison is as 


follows: 


Nature of Work Saree! 
Iron workers 61.650 
Bricklayers 1240 
Electricians Led 
Plumbers 1.358 
Painters end 
Carpenters ikea 
Typesetters ieee? 
Bakers 1.606 
Bookbinders 1 03 
Building helpers, o 71 
unskilled 
36 


American homes and factories far surpasses 


Of the total 


Italian 
Hourly wage 


50.16 
5 
oL? 
oh7 
o 7 
15 
19 
ay 
ae 
i 


Electricity used in 


the total 


tarian countries. In the table below the 


average number of kilowatt hours of electrical energy 


per capita generated annually is shown: 


North America 


United StateSoerseo M74 
GermanVocsccscacesr dd 
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4, The school system in 


likewise supplies odusational facilities 


for more of its children than elsewhere in the world. 
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In the United States 24% uf the total population 
attend school and colleges. In Japan 17%, in Russia 
15%, in Germany 13% and in Italy 12%. 

Se American people wear 
more and better shoes than the people of the totalitarian 
countries. Shoe consumption in the United States averages 
more than three pair annually for every person. This is 
in sharp contrest to conditions in Russia, Wuere high 
prices - 34.75 a pair for mon's leather shoos ~ limit 
the average purchase per person to one pair of new 
shoes in a two-year period. 

The shoe Bonsumption in 


the various vountries is as follows; 


1174 
Number of pairs 
Country _ Shoe Consumption per family 
United States 412,500,900 pairs 12.9 
Germa ny 75,384, 000 4.6 
Italy 29,950,000 209 
Russia 905,000,,000 Bee 
Japan B72 rag 0 oD 


66 Millions of people daily 
enjoy the opportunities for expensive entertainment which 
the 16,258 sound motion picture theatres scattered 
throughout the United States afford. For nominal 
admission fees they are able to enjoy motion pictures 
costing sometimes millions of dollars to make. The 
comparison ould be even more striking if each country 
had to depend upon its own films. Facilities of this 


Character are as follows in the various countriss: 
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Number of 


Country Theaters 
United States 16.408 
Germany enero AE 
Italy 2,800 
Russia ral eo 
Japan dere 
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7. In the United States 
milk consumption is 59 gsllons per person per year, 
nearly 70% above the amount used in Germany. In 
Russia fresh milk costs 50g a quart; cream ,1.14 


a quart. Per capita consumption in the verious 


countries for which dats are avesilable is as follows; 


GEL MANYVoooe oe es géllons pes year 
Italy. e@eeoovoeeve 08700059 & i Ba Tileyae per year 


THE OPPORTUNITY 
TO COMPET'S 
3 Texas Vanad, asks for 


nothing more than an opportunity to compete under 
conditions where the advantage goes to the competitor 
which constantly improves its products and endeavors 

to better serve the public. The competitive system 
of free enterprise has proved that it is by far the 
best system for public well being in existence anywhere 
in the world. To change that system and to endeavor 

to supplant it with schemes of various kinds for 
government control, practically all of which have been 
tried time and time again without suesess, is to take 


a backward step. Such a step cennot be taken in the 
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name 


of reform, as reform contemplates improvement. 
1176 
"The path to happiness for nations and men does 
"not lie in sweeping innovations; always it 
"lies in doing justice to the past, in welcoming 
"what it has achieved as 'an entailed inheritance! 
Nand even in tho hour of reform, in carrying. it 
"through in a spirit of gratitude and reverence 
"toward existing institutions, which are not to 
"be remade by the energies of a single generation 
"of radical roformers, however ardent their 
"passion for human happiness may bee" 


These were the words of 


a great inglishman over 150 years ago. They are as 


applicable today as then. 


Freedom is not simply a 


byword; it is both the means and the end to the 


establishment of a virile and energetic people. 


Vithout it nations have not done and cannot do as 


well. 


If there be any lesson of history well 


taught, it is this lesson. The seizure by govornment 


of the functions of business is a certain road to the 


paralysis of progress. 


( Page 10,211 follows ) 
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WITNESS : Your lordship, that concludes my 
direct testimony. Here, I think, probably Mr. Meltabarger 
should follow. 

Q MR.” FRAVLEY: Yell, I have a few questions 
which I think should be more practically directed to Mr. 
Saunders in the main that they are going to be requests 
to get us certain information and I think probably they 
should be just directed) to Mr. Saunders, and we wid see 
how they go. Exhibit "370" is the chart No. 49, and shows 
some trends of service station gasoline pricess---- 

A Just €@ moment, MreiFrawley,. is that a table or a chart? 

Q Vet, tDurLsmcnant Nowe IehlG is a chart? 


Yes 


b> 


that is right. 


? 


£0 


It follows table 45. Now, if you would have that chart in 
mind Handi themvonerotherichart, have them both: in. trontevor 
you," Chart .45,)Platt's oilgram, Exhibit "364"9 


AVAL ieol en tee roi pheay eg them. 


rS) 


VOUreirieivorstranscriotvol ~your brief , (ab about pagerb 77. 
it is aboyt there you introduce those Exhibits, the point 
you seem to be making is that there was an analogy between 
this downward trend in the Cunadian cities, and we will 
concern ourselves chiefly with Culgary, between that trend 
and the downward trends in the american cities. ‘Vell, ww, 
the first thing I want to point out to you in Exhibit "370" 
and the chart speaks for itself, is that from 1933 , 

take New York, the price seems to have been going up 
gradually, - in 1936 it came down, but Chicago sterted up 
in 1933 and apparently was still going up when this chart 


was completed, and the same with regard to Houston, 
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the same with regard to St. Louis, the same with regard to 
Butte and San Francisco, although atlanta, the other case 
you have, seems to be going down a little bit in 1936 and 
1937. Now, I want to ask you whether you think there is 
any real parity between these downward trends and the 
downward trend in 1956 and 1937 and 1938, for that matter, 
in QOalgary? 

Mr. Frawley, I. think I said, when I put this evidence in, 
that this was the trend over a long period of time, and 

I think I also said that these trends were not identical 
Wioimuleoseuesdaumed s9) mow, did) I say) thatvor aiuneune te 
well, I do not know, because thigis the first time I have 
Secnevivegver veoh youleourie? eat all. I U8 ta reves 
thought when you were putting “nem in that there was a 
relationship between those trends. Now, perhaps you are 
not seeking to make that? 

I was making simply the relationship at that time, that 
OVEr The (lone period of “years: these prices in the open 
market which you would declare to be North America, has 

a Similar trend; in other words, Calgary starts up in the 
air in this territory and it comes dow; the fact that 
between 1936 and 1938,which is only a two-year period, 
that there may be opposite tendencies in some.of these 
other markets ig: to me too short a neriod to ecateh the 
trend. That is why I think we went back here to 1920. 
Now, I am perfectly willing to admit to you that New York 
went up and down. Chicago came up a little. Calgary 
apparently has come straight down, but the significance 

of what I was saying was, to start here and not here, that 


there is a general trend, not identical, I admitted that 
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rreely. 

YouUsee |) LOOKI ns at) your Sxhibit "464"... where won show iene 
tank waggon prices at Calgary, ex tax, vou look at the month 
of September, 1936, and you see a drop there, a very decided 
drop, was that not due to the desire on the part of the 
producers and marketers and refiners in Alberta to find an 
outlet for Turner Valley crude? | 

Lhave not the slightest idea, Mr. Frawley. 

MR. MACLEOD: Relating to the localvsituasson, 
Mr. Meltabarger will be the better witness far you to ask. 
MR. FRAWLEY: Mr, Cottle corrects me lites 
1936 f am looking at now, and that extension did not come 


UG ies Pulver vbime | in vl9o 7. 


THE CHATRMAN : What is your point, 2 tray leve 
please? 
MR. FRAWLEY: That there was, that the qrop 


at) alberta was due to a local situation and not a Mid- 
CONnViINeERt eituation at all. 

TH CHATRMAN : #s I understand it, Mr. Macleod 
Sayoethay with regard tothe local situation, Mr. Meltabarcer 
wilk speak. Meat this witness is making broad (and 
SOneTel ar ose bus bib thet, a6 1 understand 

puts forward no scientific knowledge of the industry as 
such, &nd certainly no knowledge of local conditions. 

MR, FRAWLEY: No, certainly nov knowledpe or 
LOCH ING Onda taonse) snd [I would not expect) hum to. 

MR. MACLECD: Bxcept., of course, the witness 
has already said that while these trends over a period are 
Similar, thet local conditions make variations at different 
times. 

TH: CHAIRMAN: Quite so, so there would seem 


to be no purpose in pursuing it with this witness. 
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MR. FRAWLEY: No, quite. 

TH! CHAIRMAN: Pursuing anything of ‘a local 
character. 

MR. FRAWLEY: So that .r. Meltabarger ean 
talk, not only about the local situation but can make such 
assertions as he may be asked to make as to ti® general 
trend, ifitnet is so then J would bé satisried,) andi iitake 


it he can? 


Q MR. FRALEY; Men pages 696) snd ooo 7 acre 


is something that I think I want to ask you about, yes, 

you say at the bottom of nage 638, speaking of cost 

trends, speaking of, you call them "non-jurisdictional 

costs". 
"Costs of this character are taxes, freight) tanires, 
Nand|in the case of Texas Canada the laid down eost 
"to 1b) Of the gasoline sold to it by Texas Delaware. 
"ye include this laid down cost of gasoline among bia 
"jurisdictional costs because under the provisions 
" of the Canadian Tariff Law the minimum price at 
"which an american company can sell to a Canadian 
"Company is the fair market value, if dumping duties 
"are to be avoided." 

I take it you mean the fair market value for home consumption? 

A I take it to mean that that cost is the value at which the 
Delaware Company sells to the Canadian company under the 


agreement which they made with the Tariff Committee. 


cD) 


Yes, the words are "the minimum price at which an american 
company, that is the Texas Company of Delaware, can sell 


to a Canadian company, and that is the Texas Company of 
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Canada, is the fair market value." Now, I am merely 


suggesting to “at something has been left out, 
what you really 1 “2 Ln Minds the; provisions: oD 
our Customs Depart > fair market value far 


home consumption. 


MR. MACLECD: aS eee ‘ght. 
WITNSS : Yes. 


Q And to enable the Commission to hare some appreciation o& 
what that fair market value is, would you endeavour to 
get some information for us from your marketing department 
in the State of Montana, you may not have it with you? 

A What information do you want? 

I would like to have some sort of memorandum or statement 
as to the sales which are made to the State of Montana 
and the prices at which the products are sold? 

4 pales to the Government? 

Q To thegovernment of the State of Montana, and whether in 
tank car quentities and at whdt prices? 

A Why should you want that? 

Q "Oo that there can be some consideration given as to whether 
or not the prices at which you are selligg through Texas 
of Canada is the fair market value for home consumption? 
MR. MAcCiEOD: My lord, there lsiiceeeeoteyiy 
that should not be given possibly except this, that it is 
absolutely duplication. T:ie Dominion Government has 
pessed on that elready and we are paying a price which 
is not less than the home market price. if we 
paid less, we would be subject to dumping duties. Now, 
what is the object, I would like to know, of repeating 
the same enquiry wnich the Dominion Government has made? 


THE CHATRMAN: I suppose for this reason, that ' 
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we have had evidence from a director of the Imperial Oil 
Company that dumping duties, the right to impose dumping 
duties does exist, but the fact is they are never applied. 
MR. MACLEOD: Well, they were avplied, that 
is not so with us, I do not know what they my 
have been with others. 
THE CHATRMAN: That is the purpose of seeking 
the information. 
MR. FRAWLGY: Yes, that is the first amr conte: 
purpose but Loco a little further, I .do not cars as te 
what the Dominion Customs Department may have determined 
in any sense because so far as this Commission is concerned, 
it hag to find out precisely at what truce cost the 
Texas Company of Canada is acquiring these goods. In any 
event, I put the question and I would like that information, 
and % think the Commission must have it. They must know 
the operations of the selling company in Montana in its 
dealings wita other purchasers and then after an examination 
of that kind of evidence this Commission will be able to 
say whether or not you are selling to Texas Canada at 
anyGiine near cost or even at the fair market value for 
home consumption; in other words, I take the position that 
the door is mt closed to this Commission at all. 
A Perhaps, Mr. Frawley, there is one assumption you make, 
my recollection is that it is not so and another is Texas 
of Delaware is not marketing in Montana. The marketing in 
Montana is done by the Texas Company of California 
Ineorporatsd. 
Q Who is Mr. Barton? 
Mr. Barton ig District Manager for the Texas Jompany of 


California Incorporated. 
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Q The Texas Company, which is a California .corporat ion? 

A If you will have it that way. 

Q That is- a California corporation? 

A Yes. 

Q And that is the company tnat buys from the International 
Refining Company at Sunburst and sells in the States of 
Montana and Idaho? 

A Sells on the Pacific Coast and Montana and Idaho and some 
GConermrerrivory, perhaps. I am not familiar with it. 

THE CHaTRMAN : Mr. * raw iey ) ie iey ee nomdcui 
ties, Tuer levee .Compeny, Like all other companies, ig’ wilting 
to provide information which you may reasonably require. 

tee eneC oo ecr ye voseO all through thig in the record? 

Could not you and Mr. Macleod have a discussion as to what 
you thine ws Ghesproper thinp and then if there svany 

CLL Leuvry meeiyee se you, we can, ‘oC course, rule Gnead 


Iwas just wondering if we were not needlessly taking up 


time. 
MR. FRAWGEY: IT trust we are. 
THE CHA IRMaN: Mrs Macleod, of course, yvourknowm, 


Pieced no yeveliv you. that we have duties vorperrormy and 

we Cunnovu a@ecume thet an of Ticer of e€xeise’ as givenva 

proper judgment upon any matter which may be material to us. 
teen meteorite: LO 2S we “are NOt Witeres edwin b. 

MR. MACTEOD: My position, your lordship, is 
treo Lurcea lye Lea nop Te terial: That we buy in Montana 

Stee price anu 1 18 GS 8 matter of Taqt’ the Tairrnomne 

market price determined by the Dominion Government, but it 

is’ ctr price anyway, I meanv it is whet we heverto pay for it. 


If we pay too much or too little, is another matter. 
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THE CHATRMAN: The pricé at which you buy---~ 
MR. MACLEOD: Just all the evidence which 

has been given now, I am speaking more or less of 
lubricants, ail the lubricants handled by tho Imperial Oil 
and ourselves and everybody else, it all refers to stuff 
manufactured not in Canada, a great deal of it , I understand, 
that, isaright, is it not? 

MR. FRAwLEY: Some of it is not manufactureé 
in Canada. 

MR. MaCLEcD: My learned friend doss not gs 
into questions with regard to that? 

MR. FRAWLEY: Oh, we do not go into what, 

I do not understand. 

MR. MACLEOD: He does not question the prise 
that the Imperial, we will say, or ourselves, buy lubricants 
atrate some rerinery in’ the United. States. 

THE CHalRMAN: If this is to.ba debated I want 
to understand clearly wheat it is you are seeking, 

Now, concretely, what information do you seek, and we will 
then hear Mr.Macleod, Oxo etly what infommetion do you 
seek andwhy, and then we will hear, Mr. Macleod, why it 
shouldnot! beigiven, if that iis, his, position. 

MR. FRAWLEY: je may as well have this issue 
determined because I want to be guite frank with the 
Commission, it has been an issue between myself and the 
Texas Corporation since last December, and I would like to 
examine Mr. Saunders very briefly, to lay the foundation 
for asking Tor some Of this other matenjea. 


THE CHATRMAN : Cannot you tell us what you want? 


a Yass ange: if fae Ae gl 
om | ape Po a aM hale hee i ro ae i ane aa 

oe th tan od wa vib ond Lie. ataea gaat i, a2 
na weedy oe er trie eayiaanua bas a a 

| asp nad at 498, sorntosttwinain 

Mom oe. pt phate ed gale 

ae 

SIAM, Ae 

buat Spay ot Oot ye ehOkeUnyT ‘ope 

pee Mm 

«hoa acme Pon ober 

een 


Wtite obec LHS. BSL OE ee 2 ae Ghia ae Sakxoqne SE eS 


on ones 1 tee 
Mp 2 Pres 


ape erattige 
GUAR AO: tame 
te tt epithet, Ram ereelias Gas 
1, Os Tota pune ade eieeRenG  mpM 
bos Loni wt: inet ager 
fh: ont ".. i bie, seine b a Aeon: 
b, heehee us aan: ae = ASvode> is | 


iP GS alin vie sop lh a a 


behest ts aie ae ot deen x, pines 
sy a oe Mii ths cteons 


(Cake ee. a wikia. “at sn, lam iaeiies, 7 


Re L. Saunders. ~10,219- 


MR. FRAVOREY: Yes, I want to know theprices 

at which the Texas Company or the Texas Corporation, 

that refinery, I am afraid I will have to talk very 
generally because I cannot keep these different corporations 
in my mind, I want to know the prices at which the 

same refinery which sells to the Texas of Canada sells 

to other people in like position in the State of Montana, 
theawiis the first thing I want, am I name two; i name 

the State of Montana and I have in my mind another man 
WhROeUUySeinGlerze Guintities, Larl Clack. who, tl tnhinks 
buyS also trom the Texas Corporation down theres so i 

would, include those two names, in my request of Mr. Saunders, 
that this Commission be furnished with that information, 
IDLOrmation Of the price’ at which they were sold, that 

is the first thing. 

THE CHATRMAN : You want to know the prices 

which the Texas Company's refinery, by whatever name it 


my be known---- 


MR. FRAWLEY ; Wes. 

TH CHaTRMaN: Sells to wrm? 

MR. FRAWLEY: Sells to----- 

TH CHalRitanN: Or at what stage or when? 

MR. FRA TGiY: Sells to the Government of the 


State of Montana, one, and two, to one Harl Clack, a jobber, 
a large jobber in the State of Montana, end 1) think that is 


all. 
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TH® CHAIRMAN: Why do you want to know that? 

MR. FRAWLEY: I want to know it so that this 
Commission can examine more intelligently into the 7% cents - 
Which Mr. Meltabarger - or Mr. Macleod, says 74 cents being 
the Imperial gallo&, which Mr. Macleod says the Texas 
Company of Canada pays to the Texas refinery at Sunburst, 
Montana . 

MR. MACLEOD: No, i did not say that. 

THE CHaIRMAN; Well, whatever Mr. Macleod may 
Say now you want to know it for some reason. 

hi. PRAWLEY 3 eS 

THE CHATRMAN: What is that? What is your 

good reason? 

MR. FRAWLEY ; I want to examine into the costs 
of the Sunburst refinery in the State of Montana. That is 
what I am primarily concerned with, the cost at the 
punburstererinerys)) swill tell vyouwlmhyill sey uthat. 

THE CHAIRMAN: in -ron tire ps youre tra lly ita t 
theyoseLilforyytorcet the cost of production? 

We will be getting pretty close to the cost. The question T 
asked was only a means to an end. If we knew the prices 
atewiich theyysold, to the large jobbers in the State of 
Montana and to the State of Montana itself, we would kmw 
Crewe wouldwbeweciuine\pretty elose to aa ee netback. 
imiteankiy) say 1:want to know the refining cost to produce 
the products sold to the Texas Company, what they cost at 
biewretiupery.) ico pner words, Ll vsevi item not sabistied with 
the invoice, and that is what I want to explore with Mr. 


Saunders, JMS vevLdence. DI WILLS teceimyp position, there, 
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which will, perhaps, serve. Dupe bi) CMe a aria bike ts 

the Texas Company, be it the Delaware Company or the 
California Corporation, - I am afraid I will simply have 

to call it the Texas) Corporation, thét,they have a 
marketing department in the Province of Alberta and that 

the invoice is a mere circumstance, and that the invoice 

is only there because there is a tariff law and because 

the Customs Officials at Coutts want to see the invoice 
bike they want to see the invoice on everything, bevig 
boots or gasoline or anything that comes from the United 
States ifto this Province or Dominion. That invoice ig there- 
rore just a Gircumstance. But for this’ Commi asjonvia 
properly enquire into, the operations of the Texas Company 
Or Cenada in This Provinee they must relate 20 very jelosely, 
and I say it is closely related to the refinery at Sunburst 
and to the refining operations. I say there is no real 
difference between the Texas Company of Canade and that 
refinery at Sunburst than there is between the mrketing 
department of the British American Oil Company in alberta 
BAOmuierrer Nery ln Weleary,. I say they are exactly the 


same. The refinery of the British american Oil Company 


at Calgary does not bi11 that marketing departmert with 

SO many galinns of gasoline at so many scents. They simply 
bill out so many gallons of gasoline and I say that is 
what the Texas Corporation would be doing, they would be 
Simply billing out so many gallons of gasoline to Mr. 
Meltabarger, the manager in slber“a. 


MR. MACLEOD: That iis Tot. so hack. 
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MR. FRAWLEY: These are the submissions that 
I make to the CCnmission to warrant my asking before this 
Commission can properly apply its mind to the true nature 
and extent of the operations of the Texas Corporation in 
Alberta,because I say that these are the operations of the 
Texas Corporation in Alberta, through the instrumentality 
of a Canadian corporation, that is all; I say before this 
Commission can properly appreciate and can come to any 
conelusions with respect to the operations of this Corporation 
in Canada they must know precisely all about the cost at the 
refinery.’ In other words, I submit to the. Commission that 
they mist do the same thing exactly with this Corporation as 
they have done with the Imperial and as we will do probably 
WHR the Brivish wmerican. But there is difficulty there, 
with the British American, that the refining operations: are 
noti;complete. But I see no distinction whatever between the 
operations of the Imperial Oil Limited refining and 
marketing than I do in the operations of this corporation. 
The refinery happens to be 8 miles below the International 
Doundarywtime:, that is all. Mr. Macleod interposes the 
invokce and) says that is) the be all and end all..9T say the 
invoice is a mere circumstance and this Commission must get 
behind the invoice and make a proper evaluation of the 
whole operaticns of the company from the refinery door to 
Mr. Meltabarger's tanks all over the Province of Alberta. 
THE CHAIRMAN: as I am understanding your position 
yoOuUmerel notinreally exercised about what they sehivto other 
SeOndLe Lorient all? 
MR. FRAW SY: Thetis ich. 

Q THE CHAIRMAN: You say that is what you want to 


Know but) youldo not care except as a means to an end? 
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MRe FRAWGEY: That again is the situation, 

just 6 Means to an end. 

TH. CHaTRMAN : You really want to know the 

refinery cost? 

MR. FRAWLEY: < want to kmw what this gasoline 

tinat ir. veltabarser sells in this Provinee costs faim, 

THE CHA irMaN: You say you would be ‘Satiemi es 

not to enter upon an enquiry into the costa if you were 

Satisfied that the price at which they sold to Lr. Meltaberger 

Pa boe rece ab owilenh (Lt is e0ld ‘to othér customers ote tne 

Rerinery 

WR. FRALEY: No, I would not be satisfied with 

that. I think this Commission can only properly be satisfied 

with knowing what are the facts with respect to this 
gasoline, as it knows with respeet to Mr. Halverson's 

gasoline. 

Mii. MACLEOD: nd that is a feet that Dre erown 

on his oath told yor it was impossible to get at, the 

TeLmnery cost of |gzasoline. 

MR. FRAWLEY : ~ét us have no misapprehension 

about that. 8.86 is the realizations and we have the 

rerinine soregda. | We know everything; we, only hawouwtio 

LOOKVEU The Exhibits. If you will give me the same 

information tf have aiready in evidence, lr. Macleod.) Tt) will 

be very satisfied. I will be glad to show you the Exhibits 

and you can use them as a pattern, if you will give me the 

same information that the Imperial Cil has given me. 

What, is that 8.86 figure again? 

MR. FRAVWOBY: Realizations from jobbers at the 

Caleepricrerinery Or the i niper lab Gaidy 


Dime sonhonel solving price back tonthe refinery, is that. the 
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R. L. Saunders. 


figure you want? 

Q No, that is not what I want. That is only one of the 
figures I want. I want not only that but = want the 
refinery cost of the gasoline. You cannot do any better 
for me in that respect than the Imperial because of the 
fact you cannot find out what one gallon of a particular 
gasoline costs. But we can find out what all the gasoline 
costs. We would be giad if we had the same information 
with respect to your refining operations that we have with 
Tecoe@ We tomunce imperial OL; relining ioperatwone. 

THE CHAIRMAN : PMG ACI We Po tet ronirat ierOulom 
refineries. 
MR. FRAWLEY: Mes and ASewer Sele tromeass, 


Other refineries that can give it to us. 


MR. MACLEOD: That operate in Alberta. 

MR. FRALEY: Yes. 

THE CHATRMAN: "Nneat Nave Vou VOlSay wer wee ec veils 
MR. MACLEOD: in the Lirsi) plecer Succ 


Clenraup ol iGtie micapprehscnsion, thig refinery sedi 
both in the case of the California company and our company, 
to the Texas Company of Delaware, which, in each case, it 
buys [rom the refinery, [It sells to us the stuff whieh 

we use here and sells to this California Texas Comp’ ny 

PON he. Servain Oper marketing area. 

THE CHAIRMAN: Me: etl uervy cow Leo lone 
company, which sells to you? 

MR. MACLEOD: It sells to us and it also sells 
to the Texas Comnanv of California. 

THE CHalRMsN: Quite so. 


MR. MACLEOD: The refinery sells only to the 
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Texas Company of Delaware, which in turn sells certain 
products to us, the products we use in this market. 

élso it sells other products to the California company, 
which markets in another area. I am not informed just the 
exact position, but in Montana. 

THE CHATRMAN: Then the Delaware company T3764 
pure marketing company, is it? 

MR. MaCLEOD: It is a marketing and producing 
company. 

It is the biggest subsidiary, vour iordship, producing 
refining and mrketing company that operates in most of 
the States of the United States. at least a good many of 
them. It did not happen to operate in this area in which 
Mr. Frawley is talking about. Going, however, immediately 
to the Texas Company of California, that was the old 
California Petroleum Company, and its subsidiaries, and 
Operates On the Pacific Coast. That is, California, 
Washington, Oregon, Idaho and Montana, and I think Utah. 
Now, the Texas Company of Delaware, I think, starts to 
Operate in north and South Dakota and from thence south, 
till it runs into some other company. #nd the costs of 

the flow is this. The International Refining Company sells 
to the Texas Company of Delaware for what the Delaware 
might want in the United States, and the Delaware sells 
what is required in the Province of alberta to the Texas 


Company of Canada Limited. The International Refining a] 50° 


sells this Californian subsidiary, as I previously mentioned. 


THE CHaIRMsAN: the International sells to them 
both? 


Yes, the Texas Company of California. 
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Do you know why the Delaware company intervenes between the 
IAternational and the Texas Company of Canada? 

The only reason 1] know is it ‘started that way. think 
back in my previous testimony I said the International 
Refining Company up until about 1932 was partly owned by 
the Ohio Oil CcM@pany and by the Texas Company. It was a 
partly owned company. I think that we acquired, when we 
acquired the Gal—-Pet, in 1928 or 1929, that) they ‘started 
selling to the California company and they kept it up. 
Whether there is any fundamental reason for it I do mt me 
know. 

Does it affect the spread between the Texas Company and 

the refining company ? Ordinarily the Texas Company of 
vanadea, OLvcourse, "could buy direct from | any /Tefineryy 
That is true. 

ts there an additional pr&ce, because they go through the 
Delaware Company? 

iveannov. sell your wordship. I do not Know ‘theme tarde. 
THE CHAIRMAN : Well, 1 suggest this to you, 
Gentlemen. are you gning to say anything more, Mr. Macleod? 
MR. MACLEOD: I did not understand Mr)trawiey 
was going to cross-examine this witness until our whole 
Story wee in. Plies pertlor our ALD erta operations wand 

be dealt with by Mr. Meitabarger in his evidence and 
probably he will throw some light on this and then he can 
Der asked turihere: Bubs Deunders Will De nereiian dow 
suggest that bir. Meltabarger go on. 

MR. FRAWLEY: That is a.deteail.) \ tvam asking 
Mr. Saunders because he is an executive from the head office. 
Mr. Meltabarger would simply tell me "I am the Texas Company 
of Canada." Mme WwLUness 1s \the secre taryirsally lor all 


these companies we are talking about and he is particularly 
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the man who can----- 

MR. MACLEOD: Mir. Saunders will be here 
after Mr. Meltabarger gives his evidence. 

MR. FRAWLEY: That is why I am directing my 
questions to Mr. Saunders. If there is any purpose)}to be 
served in waiting till Mr. Meltabarger has given his 
evidence but I know, Mr. Macleod has been frank with me, 
Ido not think Mr. Meltabarger is going to disclose this 
information in his evidence. If he’ is there isivnotpoint 
VON INeR Ue ston In he. us) poling to dou thate 

MR. MACLEOD: Ye take the position that this 
refining company, we do not kmw its costs. The yiware 
Nopthinegslo ussanysmore than those of the Lion Gils.) We 
bayya ceOrisingpricemwhiich is a fair price) vaccordineito 
Tieprudingssorithe Pepartment. We have no, knowledgesor 
thepreiining cagtsol this refinery. (Asa matien cmirac 
ASePOLR ESI SOutrDy ier =e ltabarger, we do us tibuy lead eour 
products from them. My recollection of Dr. Brown's 
evidence was while a refinery could tell what it cost to 
produce a\ybarrel of crude ‘they could not) tell the cost of 
Bereallon ofsgasoline: 

MR. FRAWLEY: Let us have no mistake about 
that. Let us not be too technical. I will show you what 
the Imperial has given us; Mr..sacleod, and iyour client 
will certainly understand very quickly what that evidence 
is, and that is all we want. Not any more than what we 
havicucronwinerimpertal OLl. We hare thercost) ory refining 
perry lloniirom they imperialoeas well asuthe; jobbers: 
realizations at the refinery door. Now, we just want the 


same information from you. 
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MR. MACLEOD: As far as I am instructed now 
we have nothing beyond our costs at which we buy tne 
product, some from the Texas Company of Delaware and 
some from the Lion and some from the Imperial. We know 
nothing more amd are not in a position to speak with any 
more authority about the costs of the International 
Refinery than we are of the Imperial costs or the Lion 


Refinery costs. 


MR. FRAWLEY: Who are "we? 
MR. MACLEOD: We are the Texas Company of Canada. 
MR. FRAWLEY: And you are one of these american 


corporations of which Mr. Sannders is the secretary? 

THE CHAIRMAN: Well . 1 Knowewho! Jiwe Meare 

when you speak for the Texas Comeany of Canada. But we 
have a witness in the box who is not the Texas Company of 
Canada and all pertinent questions may be put to him 

and will be answered by him to the extent of his knowledge. 
Now, then, with respect to getting any information which 

he has not and which is best possessed by the integrated 
companies in the United States of america, we need not 

beat around the bush at all. ‘Ye have no jurisdiction to 
command that information With respect to corporations 
doing business in Canada we have jurisdiction with regard 
to themronly within the limits, of the Provinee of Alberta, 
it is true, but within the Dominion if necessary, moving 

to other provinces, means can be exercised to get any 
information that any corporation in Canada possesses cven 
though the Provincial Commission be Limited geographically. 
Sych a position was taken up, as you, Mr. Macleod, well 
know, in connection with the Royal Commission inquiring ne 


into the matter of the Great VYaterways. The Commission 
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was put to inconvenience but it did move into Manitoba 
and with the assistance of the Manitoba Courts all the 
information required was obtained. Fortunately, these 
corporations that do business in Canada have had the 
courtesy, graciousness, and, may I add, the good sense 
not to put the Commission to any such costs or inconvenience, 
nor themselves to perhaps considerable inconvenience in 
the final result. With regard to your companies, and 
ween lsay your compenies"™, with regard to the, Texas 
company and all its subsidiaries, and having heard Mr. 
Saunders in the witness-box, I am not prepared to assume 
end hechas Not told ws) so, that the matter or” jurisdiction 
over the International Line is going to make much difference 
to him in providing us with that information that 
Commission Counsel think is essential to our properly 
forming judgment end which all other refineries functioning 
in this country are giving. I am just going to leave 
it at that overnight. I am not going to assume with counsel 
for the Commission or anyone else that a large and 
responsible corporation would take that position, even 
though it.was within its legal rights in so doing. 
A ‘Vell, your Lordship, the witness has not said anything yet. 


No, and I do not wish to hear you till to-morrow morning. 


(At this stage the Hearing wus adjourned until 10:30 a. M. 


29th June, 1939.) 
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Table No. 99 - Texas Company of Canada, 
Berinery billing rrrices, January 23th, 
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Table No. 100 - Texas Company of Canada, 
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Table No. 101 - Texas Company of Canada, 
Marketing Results - alberta he for 
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EXHIBIT 427 
Table No. 102 - Texas Company of Canada, 
Tank Waggon Sehedule on Motor Fuels, 
December, 1938. 
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Selling Schedule Motor Lubricants... .cecesee.l0, 321 
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Table No. 104 - Texas Company of Canada, 
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Table No. 105 - Texas Compaany of 
Canada, Profits and Losses from 
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EXHIBIT 431 
Table No. 106 - Texas Company of 
Canada, Dealer's Margins on Motor Fuels 
in Loc&'ities where Texas Company of 
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Table No. 107 - Texas Company of Canada, 
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EXHIBIT 433 
Table No. 108 - Texas Company of Canada, 
1937 Sales - Company Owned Service 
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EXHIBIT 454 


Heavle Now LOS — Texas, Company Of Canada’, 


Leased and Licensed Service Stations - 
By Supervising Bulk rlants - Expenses 
Grouped and Charged to Supervising Bulk 
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able No. 110 - Texas Company of Canada, 


1947 Sales-ieased Service Stations..ccoo. 
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19:30 a. m. Session 


June 29th, 1939 - 10,239 = 
THe CHATRMaN: Mr. Frawley. 
MR. FRAWLEY: I heve no further questions 


Dom et he ge 


bh» 


to ask Mr. Saunders. 
THE CHATRMAN : Any other questions? 
MR. FRALEY: Then I will call Mr. Meltabarger 
CECIL D. MELTABARGER, having bee 
first duly sworn, examined by Mr. Macleod, said: 
Mr. Melvabarger, you are an official of the Texas Commuiny of 
Canada? 
Tete hy 
Whaat is your position? 
District Menager. 
And what does that cever, what territory? 
The Dominion of Canada. 
You are,’ Ff take it, the senior official.in Canada? 
Yes. 
And you are prepared to tell the Commission about the local 
operation of the Texas Comnany of Canada? 
I am. 
Will you proeeed then? 
R™LSONABLENESS OF PRICES 


CONTENTION UF TAAAS CANADA. 
It is the contention of 


Texas Canada that vrices have been as reasonable and as 

low as they could be made, all factors considered. In fact 
there have peesn many periods in tne industry’s history 

when the prices it has been compelled to charge for its 
products have not yielded profits, but on the contrary, have 
imposed serious losses. Price making is not within the 
power of any particular marketer or sroup of merketers. 


It has been demonstrated that the fixation of high, arbitrary 
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C. D. Meltabarger 


and unreasonable prices, in view of the wmpetitive nature 

of the business and the mture of the gasoline market, is 
impossible; that earnings resulting from industrial operations 
have been modest and that from year to year technological 
improvements made by the industry, and the adoption of mass 
distribution and mass distribution methods, have assisted 

the industry in reaching more and more people on a price 
basis. 


THE STANDARD OF AEASOMABLENTSS. : 
; PRrOuUshi ts opera ti otoy 


the industry has in the past found the essential raw 
materials to manufacture a sup cly of refined products to 
Satisfy en ever increasing demand. It has adopted distribu- 
tion methods which would enable it to conveniently reach 692 
the consumer and which would permit the consumer to 
~+ obtain its commodities with very littie inconvenience 

It has engaged in a constant attack upon the problems with 
which it has been confronted, with the result that costs 
and prices have been lowered. Moderate earnings have been 
maintained. Its price tisking has not been arbitrary but 
has resulted from economic forces operating continuously in 
all the markets in which petroleum products sere sold. 
Historically and economically, then the industry's price 
performance, both in relstion to the increasing number of people 
who have been rendered able by that vrice performace to use 
petroleum products and in relation to the prices of other 
necessities of life, hac been food. 

DUT “What ol present, prices’? 
Are factors involved in the vrice structure as presently 
constituted which could be disregarded or eliminated with 


a consequent reduction of price. In answering these cuestions 


' 


Cee wack arn oe Reet ia 7s ae 7 ‘ 
sisibirogiaieas ils “ae att 


ate agi ease wen ih, BANG ae 2 


Dine): 
RLie af 


¢ op ais Sa tals ‘i ° 
ae hutepe ret sith ad oe OTL ie shy? con echarnse ay ‘Fs 


“be lw Somes) 
' 4 " . ant 

at: reno ee. oh 
, Dy ie 


Ubeteteraw = vad 
ie 


‘oy oie 
Sieh E ay oe 


org io ier 


Asa. a, 


7 
ee 


as te diveon: i 


Tes 1 ars we! WOKS hg) AP RAS rule ie “ : 
. set ee sheti sabe 
' sive he & eal bras: mothweretaih 
Vine anhdogen Et See Bet Bae 
‘bieed 
shay TA GO Gea oiite + T 


Pore ra eg a tee Feere Be elt hy ey aE AN ieianeeste te! 48s 
ota es Metin ae: naman a 9 em Aa gates Semin 


a gilt Gh’ aint ei ailbind ont 


vind atti ; ot ateited an 


ve 
Deanne 


“ie felis tS sve fh vie lige 
bel abouts ai) aay 
oe baa 9 tourieiaa ont! 


= 
w 


ns aotd fui avr ntasdos 


vv 
ae 2 at Agaioniié 3 aot are = 7 


hyout dew seas oan SE dew 
setsi ee need ovat asibiy ‘wate + 
Y eid neat =o city ott oe Spnant 


. ich ont bes eh 


ea oy Mee a or ‘ted Riche Timi 


hott i isan 
a : 

notin fay. one | 
4 joe 

Ste yor) are 


| ie ae aa 
Tote pee - 


C-1 
4 - 10,232 - 


GC. D. Meltabarger 


it will be necessary for us to revert to the purpose and 

point of view elements previously mentioned by us in respect 

to the determination of standards by which reasonableness 

may be judged. It is the purpose of the industry as has been 
plainly demonstrated by its historical performance, to enable 
as many people as possible to buy gasoline, eonsistent with the 
maintenance of fair and reasonable wages to the employees and &93 
&@ moderate return to the investors. The industry has dune 
this and is still doing it. . From the standpoint of purpuse, 
then, prices have been reasonable. Likewise when viewed from 
the industry's point of view price performance has been 
reasonaple for precisely the same reasons. 

If we approach the question 
from the point of view of the person why is unable to buy 
gasoline, what is the result? He is unaple to buy because 
prices are higher than he can efford. He may think that 
prices, therefore, are unreasonable. That prices mould be 
established at a level which would make it possible for him 
to own an automobile and to buy the petroleum products 
necessary to operate it. But to do this would require 
that the investors who invest their capital in the industry, 
that the employees who contribute their skill to its 
operation, that governments thet obtein revenue through 
taxation, should forego their profits, a part of their wages, 
and their taxes, respectively. [It might even require thet 
the industry operate at constant and continuing losses. 

The ultimate vf such a program would be bankruptcy. The 
industry would disaopear. There would be no netroleum 


products available for mybody. 


Now, when viewed from the 694 
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point of nion of government, I vresume that government 

has tho same objects in view thet the industry has in 
vicw,namcly, to have petroleum products made available to as 
many people as possible at prices which will enable the 
industry to pay decent wages and a fair return on invest- 
ment and at the same time to enable governments to obtain 
revenue from taxation. If this is not the purpose of 
Government, then we would first have to know what its purpose 
is before we could possibly answer the question. If this is 
the purpose of Government, the historical and economic 
performer of the industry as already demonstrated, meets an 
accusation of unreasonableness of price with an array of 
facts that completely refute it. Gasoline is and has been 
One of the cheapest commodities available to the psople 
of North America. 
THE STANDARD 3 The standard of living of a people depends 
OF LIVING. : 
upon the buying power of the individuals constituting the 
population. Buying power is dependent first upon incore 
received by the individual and secondly upon the prices he 
must pay for the things he must buy. The petroleum industry 
has been able to contribute to an increasing standard of 
living in North American by first enabling the individuals 
who are interested in it, the investors and the employees, 
to receive sufficient income to enable them to buy the things 
they need, to live decently and in self respect. The 695 
petroleum industry's performance in respect to wages has 
been one of which it can be justly proud. Through the 
years wages have peen increased while moderate returns on the 
investment have been maintained. On the other hand, it has 
contributed to an improved standard of living by so per- 


foming its functions as to enable people of moderate income 
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to buy its constently improved products et constantly 
decreasing prices. 

This has not always been an 
easy task, particularly when it is considered that its 
tax liabilities under existing tax laws have been constantly 
inereasec. 


foe INO GasoLiIMy PRICES. 
The imposition of constantly 


increasing taxes upon practically all phases of the industry's 
operation requires a consideration by way of example of the 
two gasoline prices, (1), the gasoline price exclusive af tax, 
and (2), the gasoline pice including taxes. 

In the United States 201 
Gifferent types of taxes are collected from the petroleum 
industry. In Canada and Alberta likewise a large number of 696 
taxes are imposed upon the industry's operations. 

The industry does not contend 
that it should not make any contribution to government operca- 
tion through taxation. It does contend that it has been 
compelled to share too large a proportion of the tax burden. 
~e cannot, because of the unavailability of deta, consider 
all the taxes imposed upon the industry in dealing with the 
price structure. There are some taxes, however, that 
directly stand out in that structure, and with which we can 
and shell deal. 

THE 1938 PRICE STRUCTURE : The weighted averages service 


IN CALGARY. : 
; station selling price of the 


eee 


gasoline sold from Texas Canada's Calgary, Alberta, bulk 
plant during the year 1938, was 27-52/100¢ per Imperial gallon. 
The weighted average items 


involved in this price were as follows: 
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Purchase price (puid to refiner) 0848 

Import duty -V088 
There is a note there, the import duty is less thun a cent per 
géllon vecause this weighted average figure includes gusoline 
purchased in the Dofiinion, as well as imported, on which no 


tariff was assessed. 


Sales and excise tax -0UE8 
Freight Q5E1 
Provinelal gasoline tax ~0700 
Dealers! nmagin 20429 


These are the different items conatituting the non 


jurisdictional costs. 


Handling losses -UO11 
Other earnings and adjustments -0U02 
Bulk station expenses -Ued0 
Advertising 0025 
Selling and overhead expenses -0087 


These last five items constitute the jurisdictional costs, 
those are the costs over which we have some measure of 


controle The others we huve none. 


Total °2889 
Service Station selling price rites) 
Net. Loss perch) Lon -O157 


It, is iO; DewSesnut pon won i's 
that Texas Canada's operations through its Calgary, Alberta, 
Bulk plant during the year 1938 resulted in 4 net loss in 
excess of l¢ per gallon. 
by hiLioe as 4 Aen sor not tilings Table 7 oythere?. 

I have that, yes, I will get that. Now 1 am filing 
Table Number 76 setting out thet picture, and Chart 


Number 74 setting it out graphically. 
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(TABLE 76 AND CHART 74 
HERE MARKED AS EXHIBIT *399" 


MR, FRAYLEY: Before you pass from Table Ole 51 tee aaa V 
interrupt, you show the refinery costs as .0838 dollars} 
No, that is 8-38/100¢ per gallon. 

Yes, that is right, now that is the refinery price, 
ofcourse? 

That is the weighted average refinery price of all the 
products. 

It is itemized as refinery costs? 

That is right. 

ft is the cost which your company pays at the refinery 
for the weighted average of those products, which you 

pay at the refinery? 

Wherever we buy the product, not only our own products. 
Wherever you buy, treating yourself purely as a marketer? 
Mess 

Therefore it is slightly misleading, but that explains it. 
Wle have charted on this Chart, which is Chart Number 74, 
on the bottom, the refinery costs. 

MAJOR LIPSETT: Mr. Meltaberger, that figure in Table 76 
which I take to be the refinery price, is the price of all 
the products? 

That is the weighted average of all the gasoline we sold in 
Calgsry. 

Now, when you come to the Provincial Gasmline Tax of "¢, 
does that anvly to all the products? 

That applies to all the gasoline and motor fuels. 
Lubricating oils? 


No, it does not apply to lubricating oils. There was an 
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exception made. 
The refinery price? 

A That is for gasoline only for Alberta; in this chart, 
in connection vith Table 74, we depict graphically first, 
the non-jurisdictional costs over which we have no control, 
thet is the bottom of the segment, and then the top of the 
segment, the bulk stations expenses, selling and overhead, 
those ere the only ones that the Texas Compeny has for 
reducing its operating costs because all others ere fixed. 
In fact, we have no control over them. 

Lét us éssume that Texas's {Oe 
jurisdietional costs - all of them - are unnecessary costs. 
Even if these costs had been eliminated, Texas Canada would 
ROME Tecelyeq a profit fram its Calgary, “Aiberta,, bul pleas 
Operations of only 2-78/100¢ per Imperial gallon. This 
ScouMmoviOi ws, Ot COUrSe, absurd, (and yevs) i amd seca, 
is ‘periectly patent that the profit received under such 
circumstances would have been a moderate profit, which in 
any event would justify the reasonableness of the price 
charged its service stations in Calrary. From Texas Canada's 
point of view, the price was unreasonably low because it 
yielded a loss to Texas Canada rather than an earning. 

Of these various items, 


the government received as tax revenue the following: 


Cents 
import duty » 0088 
Sales and @txcise, Tax ~0088 


Provincial Gasoline Tax,0700 
Totalling 30876, a sum exceeding 
the amount paid to the refiner against which must be charged 


the following costs, 
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&> 


And these are costs the refiner must pay out of his 


receipts. 
(rant 
Exploration costs. 


m 


Crude producing costs. 

Gosts of manufacturing 

Costs of transportation of rav meterials from 

point of production to point of manufacture. 

Storage and handling charges 

Other taxes than those ebove mentioned, of which 
we listed some 201, ane 

PROrLYete refinery \oLt ‘any. 
MR. COMMISSIONER LIPSETT: vhat do you mean by 
exploration costs" > 
Exploration costs are the costs of sinking oil structures, 
drilling wells. 
That is not-the refinery‘ 
Op nos “Ve are seying there that the refinery out of 
what it receives here, that is on the bottom of the Table 
here the 8.38 cents weighted average, must pay all of 
those costs. The cost of finding new wells or new oil. 
Drilling for oil and producing it and transporting that 
oil to the refinery anc manufacturing it into the saleable 
products, into gasoline in this case.Storing the erude oil 
and storing the refined products and general overhead of 
operation and 811 of the so-cilled hidden taxes and every- 
thing that are not included in these three tabulations 
of Import Suties, Sales and Excise end Provincial 
Gesoline Tax. Any profit they may make they must do 
So out of that 8.48 and pay all of those costs. 

The vominion and rrovincial 


governments received from Texas vanada's operations 
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approximately 5a¢ more per géllon than was received 
by the carrier and approximately 43¢ more per gallon 
than the dealer's gross operating margin. They 
received over 44¢ more than Texes Csneda's total 
jurisdictional costs, over ten times as much as Texas 
Canada's total selling and overhead expenses and 
almost thirty-five times as much as Texas Canada's 
advertising expense. 

Q MR. MACLEOD: Just one thin: there, 
Mr. weltabarger. You might explain when you talk 
ebout dealer I presume you mean more than one persone 
The bulk plant agent? 

A No, I em referring there to the retail dealer margin, 
which varies. In Calgary it is 44 cents. 

lt is inconcrtlivable that a 
government exacting in revenue such a large share of 
the rine per gallon for gasoline could for a moment 
contend that prices had reached an unreesonable 
height through the industry's faulte 

In connection with thet 
there is this hote that it is to be remembered that the 
revenue items mentioned here are only direct tax items. 
They do not include the great mess of taxes which are 
indirect in character. 

In oraer that the Vommission 
may see at a giance the relation that eich of the items 
constituting price, except direct taxes, bears to the 702 
revenue received by government we insert the following 
table: 

THE CHAIRMAN: Are you putting that table 
nim slg 
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4 I wish to submit now Teble No. 77 and Chart Noe 75 


Supporting that table. 


( DOCUMENTS IN QUESTION ARE 
NOW MARKED EXHIBIT "400" ) 


TABLE NO. war 703 


THE TEXSS COMPANY OF CANaDa, LIMITED 
COMPARISON OF CaLGaRY PRICE FACTORS 
CI2H DIRECT Taxes 


eae 


Amount of Percent of 

Item Direct Taxes 
Purchase Price 0858 95.66 
Freight 0331 37-79 
Dealers Margin 00429 48.97 
Handling Losses uO Le 1.26 
Other Harnings Adjustments ©0002 28 
Bulk Station Expenses ©0290 S5e11 
Advertising e005 2285 
Selling & Overhead Expenses - 0087 9.93 

MR. FRAWLEY: Do you define "direct Taxes"? 

A We have referred to those before. The direct taxes are 


gasoline tax amounting to .0876. We are talking of our 
Calgary operations now. Now that Table is graphicslly 
illustrated here by the high columns illustrating texes 
in its relations to these various items and charges such 
as dealer's margins, other earnings and edjustments and 
so forth. 


PROFITS. 
: Viewing this matter in 705 


enother way, namely from the standpoint of profits 


yielded to the various parties at interest, it seems 
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that the governments are by far the greatest beneficiaries 
from industrial operations. ‘we have no way, of course, 

of showing what the governments! expenses are in collecting 
the direct taxes imposed. So far as the sales tax is 
Concerned, it is very little, as the suppliers of gasoline 


in the Province perform that service for the Province. 


Q MR. FRS LEY: Don't you think there is 
going to be a little confusion if you use the word "sales 
tax"? 

y:) It should be sales tax end road tax. It should include 
all taxes, direct taxes. 

Q MR. MACLEOD: By the word "sales" you mean 
the 7 cent tax? 

& No, I mean the sales tax of 8% and the 7 cent gasoline 
te — 

Q MR. FRAWLEY: You mean what you call cirect 
taxes? 

And the import duties. 

G To be exact you know, you will have to distinguish between 
the two jurisdictions, the frovince and the Dominion? 
Ms, MACLOED: You are dealing in the next 
sentence with the Province's activities. 

A The Provinee's activities in 


that connection are confined largely to auditing of returns. 
It is fair to assume, we think, 

that the Dominion and Provincial governments earn at least 

6¢ per Imperial gallon on each Imperial gallon of gasoline 

sold by Texas Canada from its Calgary plant. This 

contrasts with the loss of in excess of l¢ per gallon 

suffered by Texas Canada under the existing price structure. 


That is in connection with the assumption that the 
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Provincial and Dominion governments get at lesst 

6 cents out of that. It is noted it should bo more 
because they collect a total of .837 without any 
cost other than auditing. 

GOVERNMENT USS OF ; 

Tax REVENUE : When direct “les taxes 
on gasoline sales were originally initiated end for 


a number of years thereafter, they were imposed for 


the purpose of road building. Subsequently, however, 


as various governments] agencies expanded their 
operations, gasoline taxes were increased end 
substantial portions of the revenue were diverted 
from road building to other purposes. The result 
has been that the petroleum industry bears sbout 
1/8 of the entire expense of government in the 
United States. 

Because of the unavail- 
ability of data, we have been unable to make a like 


study respecting texos in Canada anc in Alberta. 


However, we do know that in Alberta gasoline taxes are 


used for general purposes of government and are not 


allocated to the specific purpose of road construction 


and maintenance. 


Texas Canada is advised that 
the total revenue received by the Alberta Provincial 


Government in 1938 from all sources was $24,127,805.54. 


Of this amount taxes 


collected from all sources amounted to »8,694,404.86. 


Taxes, therefore, accounted for 36-3 of the total 


revenue. Other sources of revenue to make up the total 
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revenue received were Licenses (9.39%), Dominion 
Subsidies, fees, fines and penalties, liquor 
profits, etc. 

Texes Canada is also 707 
advised that the following, amonz other items, were 


involved in total revenue: 


Corporation Taxes gt,068,835.03 
Railway Taxes 477,214.20 
Amusement Taxes 152,419.01 
Pari Wutuels 26,652.00 
Income Taxes 1,190,471.00U 


Royalties from Turner Valley production 
and other production in Southern Alberta $ 329,384.36 


Petroleum lease rentals and fees 459,475.58 


TOTAL of those Royalties and y 
Petroleum leases % 788,859.94 


Gasoline and Fuel Tax, 1938 calendar year 2,817,895.54 
Automobile Licenses, including pleasure 

cars, trucks, drivers' licenses and 

chauffeur licenses 1,864, 2o60eL 

it, is to, be oted iron 

this that the Province derived from oil royalties and 
lease rentals, gasoline anc fuel tax and automobile 
licenses a total of :4,460,911.99, or a little more 
than one-half of its total tax revenue. 

The gasoline tax, as it 
will be readily noted, from the ebove figures, supplied 
by far the greatest revenue of any of the various taxes 
imposed. 

In. view of this it isa 700 
little surprising that the Attorney for the Commission 


voiced his objection to any addition to the price of 
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gasoline made necessary by the practice of delivering 
gesoline directly to farmer consumers. He apparently 
thought that this insignificant cost should be eliminated 
by requiring the farmers to pick up their gasoline 
requirements at service stations or other distributing 
depots. 

There is no way of telling 
what this insignificent cost item is, as the industry 
does not keep its books thet way. It is e small fraction 
of the bulk station expenses, all of which total at 
Texas Canada's Calgary station .0<90¢ per Imperial 
Gallone 

It seems that the motorists 
have a more serious objection than the attorney for 
the Commission has made. The motorists might say that 
they object seriously to the addition to price required 
by the use of 2 substentiel part of that price by 
government to meet its general expenses. The addition, 
if any, to price because of deliveries to farmers is 
a small fraction of a cent; the addition for taxes 
exceeds 7S. 


CONCLUSIONS. 


carte meen 


Tf direct taxes and 

tariffs were not imposed, the motorist in Alberta vould 
have had to pay an average of only 18%¢ per gallon for 
the gasoline sold by Texas Canada from its Calgary 
bulk plant during 1958. wuch a price is very moderate; 
so low, in fact, that Texas Canada suffered a loss 
exceeding 1¢ per gallone 

If the average price, 


including tax, is considered an unreasonable price, it 
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is unreasonable solely because of the imposition 
Of toxee fatio’ tarifts out ot ell oroportvion "to 
other cost items. 
If the sovernment and 
people of the =rovince of Alberta desire on immediate 


drastic! reduction in the price of gasoline, that 


reduction is easy to obtain. A decrease in the 
tax will effect such a reduction as soon as the 
decrease is put into effect. 

Lt 1s impossible for 
Texas vsnada to further reduce the price vithout 
increasing its losses from its operations. It is 
doinzeall) injits) power to get its costs don so 
that. it can operate profitably at existin; prises, 


the fixation of which is entirely beyond its controle 


(Go to Page 10,246) 
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Q MR. FRAWLEY: il havé a fear of being wrongly 
reported. I am sure you did not desire to wrongly report me. 
You did not give any reference for what you say was my 
objection to any addition to the price of gasoline made 
necessary by the practice of delivering gasoline directly 
to farmer consumers? 

A I think in your onening statement. ‘Je have that in another 
submission, which we took out. it 18°10 your cope nines 
statement, and the questions arising therefrom. as I 
remember, that was one of the questions you propounded to 
the Commission to be investigated. 

Q Oh, quite, oh ves. I did not want to be quoted as having 
said that the farmcr----that any practice presently in 
effect should not be continued? 

A I had no intention of saying that. 


As long as I understand. 


HISTORY OF T3XsS CANADA 710 


GENERAL OPERATIONS. 
Texas Canada does business only in 


the Dominion of Canada and engages exclusively in the mar- 
keting branch of the industry. 

It procures its supplies of petroleum products 
from Texas (Delaware) and various refiners operating in 
the Dominion. 

Ye have already detailed the facts respecting 
its affiliations and, in a general way, have traced its 
Supplies from the wells to alberta markets. 


Its marketing operations in the Dominion are as 


follows: 
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Province 


British Columbia 


Alberta 


Saskatchewan 


Manitoba 


Ontario 
Que bee 


Nova Seotia 


New Brunswick 


Prinee Edward Island 


Newfoundland 


247~ 


Products Sold 


Gasoline, lubricating 
Oils and greases, kerosene, 


Gasoline, kerosene, 
tractor distillate, 
Diesel fuel o11; auto- 
motive and industrial 
lubricating oils and 
greases. 


Gasoline, kerosene, tractor 
distillate, sutomotive and 
industrial lubricat.ng oils 
and greases, tractor and 
Diesel fuels. 


me ee 


Automotive and industrial 
lubricating oiis and greases. 


Automotive and industrial 
lubricating oils and greases. 


Gasoline, automotive and 
industrial lubriceting oils 
and greases. 

Gasoline, automotive and 
industrial lubricating oils 
am greases. 


At this time, we are concerned with Texas 


Canada's Alberta operations. 


PRESENT ORGANIZATION. : 


~ 


office of Texas Canada located in Calgary, Alberta, was in 


charge of a District Manager. 


supervisors, representat 


accountant and his staff, a credit manager and his staff, 


and stenographers. 


ives, €& lubricating engineer, 


in. December 1938 the general 


Under him were a Chief Cherk, 
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ENTRY INTO ALBERTA. 


te ne 


In April 1928, Texas Janada estab- 


lished an Office in Calgary. In that month it also ac- 
quired bulk stations in Calgary, Camrose, Edmonton, 
Medicine Hat, Stettler and Vulcan and an interest in the 
Arctic Refineries, Limited, owning a small refinery at 
wethbridge. The bulk station at Calgary thus acquired was 
demolished and another station erected on land leased from 
the Canadian Pacific Railway. 

In 19648 service stations were acquired by pur-~ 
chase as follows: 


Calgary 17th Avenue & First Street “est 
Fourth zvenue & Center Street 


Edmonton 107th Street and Jasper Avenue 
In that year service stations were acquired by 
lease as follows: 


Celgary 14th avenue & 14th Street West 
9th Avenue & leth Street Nast 


Edmonton 82nd avenue & 99th Street 
Aernenend of 19c8 Texas Canada's operations in 
Alberta were conducted through a general office in Calgary 
and through the bulk stations and service stations above 
mentioned. 
REASONS FOR ENTRY : Texas Canada entered the Alberta 


Sy) eel eae, 
market because 


— 


— 


1. Texas purchased the business and facilities 


of the California Petroleum Company and acquired ineidental 
thereto: 


a. An interest in International 
facilities at Subburst, Montana; and 


bd. The bulk plants owned by a sub- 
sidiary of International at Calgary, Camrose, 
Edmonton, Medicine Hat, Vulean and Stettier; 
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2. It was necessary that existing contracts 
between Alberta jobbers or distributors and International 
Refinery be performed; 

3. It was considered desirable to provide 
an outlet within an economic marketing area of International's 
plant at Sunburst in the Alberta markets; and 

4. It was considered advisable by Texas 
that it arrange to Supply the demand of the motoring public 
for Texaco products and especially the demand of a large body 
of tourists from the United States who were purchasers in 
the United States of Texaco products. 

BULK ST:iTIONS > subsequent to 1928 bulk plants 


SUBSEQUENTLY ACQUIRED. 
were acquired as follows: 


I wish to submit Table Mo. 78 in evidence. 


(DOCUMENT IN QUESTION IS NOW 
MARKED EXHIBIT "401". ) 


A This table shows the location and the date on which 
these plants were acquired. 
MR. MACLECD: I was just wondering, in your 
evidence you mentioned the International in connection 
with the reasons for coming into Alberta, That is the 
International Refinery? 
MR. FRALEY: I do not think International 
Refinery was mentioned in the text. 
4  Tnat is right, the International Refinery. 
AQOQUISITION OF : Sinee 1928 Texas Canada has acquired 716 


SERVIC: STATIONS. 
> gervice stations as follows: 


I wish in this connection to submit Table No. 79, listing 


the date and location and Method of acquisition and Present 
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OwnerShip of Service Stations. 
(TABLE IN QUBSTION IS UNO 


MARKED EXHIBIT "402.") 


DISTRIBUTION FACILITIES. 
Texas Canada distributes pe- 718 


troleum products at wholesale only through the bulk plants 

above mentioned and by sales to jobbers and distributors. 
The following table shows to some extent the 

history of its wholesale distribution facilities (jobber 


accounts excepted): 


I wish to submit Table wo. 80. 


(DOCUMENT IN QUESTION IS 
NOW MARKED EXHIBIT "403.") 


A It is headed The Texas Company of Canada, Limited 

Bulk Plants and Distributors - Province of Alberta. It shows 
the Location and the Relation to the Company, whether it is 
owned or leased, the Year Wstablished and the Year Discontinued 
and Sales and Re-Sales. 

MR. COMMISSIONER LIPSETT: This Table 80, that is all 

wholesale distribution? 

That is wholesale distribution, yes Sir. 


Other than to jobbers? 


> O & 


Than to jobbers. 
2 Not to jobbers? 


A No wit does /not,include, jobbers... 1t includes one) large 


’ 
distributor at Lethbridge. 

Q MR. FRAWLEY: The Northern Lights? 
The Northern Lights. 

Texaecc products are distributed through the 720 


service stations above mentioned, some of which Texas 
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Q 


Canada owns, but none of which it operates. 


PRESENT MARKETING AREZS. | 
? «6 Texas Canada does not sell its 


A bist 


products in all parts of the Province. The following maps 
show the area served by each of the bulk plants operated 
as above desert bed’ by the distributor to whom sales are 
made, and by the jobbers who handle Texaco products. 

The first map shows in a general way the part 
of Alberta in which The Texas Company of Canada does business- 
We might submit that Chart No. 76. 


(DOCU ENT Ill QUESTION IS NOW 
MARKED EXHIBIT "4@4", } 


The part of alberta in which the Texas Company of Canada does 
business is illustrated by the brown outline over the TAD « 
The second Chart I wish to submit is Chart No. 77. 


(DOCUMENT IN QUESTION IS NOW 
MARKED EXHIBIT "405". ) 


The Hees map shows the specific area served by each bulk 
plant above mentioned and, in addition, a small area of 
eastern Alberta served by Texas Canada's bulk plant located 
at Lloydminster, Saskatchewan. That is this area. 

MR. FRALEY: Ee (triangles 

Thre little triangle, yes. I wish to submit Chart Nc. 78. 


(DOCUMENT IN QUESTION IS NOW 
MARKED EXHIBIT "406". ) 


MR. COMMISSIONER “IPSETT: Chart No. 77, those are the 
wholesale distributing points underlined in red ink? 

That is right. And Chart No. 78 shows the area served by the 
Northern Lights Refinery at Lethbridge, thse distributors. 

WR. COMMISSIONER LIPSHTT: Is thet only « distributing company, - 
Lie Nor a). rer ine? 


No, they had a refinery until they took on the Texas prdwts, 
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Ge D. Meltabarger. 


and they discontinued the operation of that refinery. 
Now they sell our products. We sell to them anc they 
Seli, | Lt Wish to supml. Chart) fo. 79. 
a} MR. FRA'LEY: There is some overlapping there 
between the Lethbridge area ené Vulcan and Macleod? 
A No, their area is definitely defined. 


They just come up to one another do they? 


Yes. 
THE CHS IRMAN: Ghart 79 will Be vExn pola aoe 
{ DOCUMENT IN eUESTI OR TS. how 
Wi She aa Boe ay 
y) This Chart shows the marketing area served by 8 jobber of ours 


The artic Oil Company. Now, I wish to submit Chart No. 80. 


( DOCUMENT 2h GuUbSTICw io yay 


WARE Dy EAT BIE P4001) 
MR. COMMISSIONs& LIPSETT: In thart 79, does that mean that 
the Artic as your jobber is practiceslly supplying pretty 
well the whole of Alberta ure: except this portion? 
4 Their marketing area is quite identical with ours except 


for west of Edmonton. They do 20% go out west of Hdmontone 


Q Ané a portion down along the line from Edmonton to Lloyd- 
minster? 
y:) Yes. They do not go west of Gelgary. They have not got 


out on the Lloydminster branch either. 


Q. MR, FRAY LEY: That is the general area? 
4 Yes, it generally follows the seme area we cover. 
G Your Gxebninit) Now) "406%)) Chart. 77, 10) shows) the point\of 


each bulk location? 

4 Yes. Chart No. 80 covers the marketing area served by 
Lion Oils, who handle two of our products, Fire Chief 
and Sky Chief sasoline. 
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that overlaps the Artic Oil also? 
A Yes. It is superimposed thereon. 

MR. FRALEY: And so ad infinitum. 
A z wish to submit now Chart No. 81. 

THE CHAIRMAN: That i8 Exhibiy "409": 


(DOCUMENT IN QUESTION IS NON 
MaRKED EXHIBIT "409". } 


A That shows 5 marketing areas served by Crystal Gas & Oil 
Company, a jobber, covering territory in which we do not 
market directly. 

Q MR. COMMISSIONER LIPSLTT: Before you pass from there, are 
those 5 points that the Crystal Gas & Oil Company distribute 
in, 18 there anyone else distributing in those areas? 

A Not our products. 

Your products I mean? 

m& No, HO one else distributing our products in those areas. 
There may be some overlapping that I know nothing of but 
there is not supposed to be. 

Q Yes, there woulda seem to bé a Littie. For instance, one 
aLOnge Viel areg Trom Drumheller, for instance. There 13 
overlapping there, is there? The Hanna area? 

& Yés, that is so. 

Q in that particular area it would seem the zion Oils on 80 
and the 4rtic on 79 both overlap? 

a Yés, that is right. When I said ‘no, that we did not mrket, 
I meant from our own bulk plants ourselves. 

Q In that particular area then three jobbers can supply the 
products? 

A ‘68, that is right. 


Does that add to the cost of distribution in any way? 
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A 


No, sir. 

It simply means one jobber might have one customer and another 
jobber might have another customer in that area? 

That is right. 


DISTRIBUTION METHODS. 
Products purchased by Texas (hal: 


Canada for resale ere snipped either py tani eart or siuck ai Tecs 
direct to the bulk plant designated by the company. 

Produets shipped by truck are transported by 
licensed transport companies or individuals engaged by the 
company for the purpose at rates agreed upon between the 
company and the transporter. 

Products thus obtained are stored in bulk pléent 
Paclil ties (and arewdisetributed as and when ‘sold by tie 
Commission agents of the company operating bulk plant 
facilities by truek to buyers (resellers and consumers). 
Sometimes consumers such as farmers make purcheses of prod- 
ucts delivered into the buyers' facilities at the bulk 
plant. 

Deliveries to service stations, garages and 
other dealers are made by trucks owned by Commission Agents 
and are stored in the facilities of such buyers pending 
resale. 

Products distributed through combination units, 
hereinafter described, are delivered to such units by 
truck from an adjacent bulk plant in the trucks of the 
company's Commission Agent operating the supplying bulk 


plant. 
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MARKETING POLICIES. ; 
: The distribution of Texaco ta 


products from bulk distributing stations has been 
accomplished from the inception by the employment of 
Commissioned agents. 

Texas Canada's manage~ 
Ment, at the time of entering the Alberta market, was 
convinced that this was an advisable méthod of whole- 
sale distribution because: 

1. It created the necessary incentive 
to the agents to develop business within their 
respective station areus to the fullest possible 
extent; and 

ao The earnings of the agent depended 
upon the volume of business secured. 

In respect to retail dis- 
tribution, the management of Texes Canéda caused a sur- 
vey of the existing retail outlets to be made. 

Two facts of some impor- 
tances were reveunled by this survey: 

lL. icany of the existing dealer outlets of 
any consequence were garuges with curb pumps. 

2. The small number of outlets to be found 
in most communities outside of the principal 
cities of Galgary, idmonton and Lethbridge did 
not provide, in Texas Canada's judgrient, a suf- 
ficient number of outlets to give Texas Canada 
adequate representation. 


In consequence, it was 
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to 
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decided that if Texas Cunada were to secure adequate 
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distribution to take care of the existing demand for 
its products and the demand it hoped to create, Texas 
Canada would have to follow two lines of approach: 
1. Secure, where possible, desirable 
existing outlets; and 
&. Promote, where it was deemed advis= 
able, the building of new outlets. 

A careful study of the 
situation convinced the mMunaegement that the company's 
best interests would be served in uost instances by 
building new outlets of a different type und character 
than those existing at the time Texas Canada entered the 
market. The new type of outlet decided upon was a con~ 
bination garage and drive-in service station, combining 
in one unit all the advantages, facilities and attract- 
iveness of the service station and the garagee It was 
desired to design the type of outlet which would afford 
constant eaployment to the employes at such a station. 
Because of the seasonal character of marketing of pete 
roleum products in Alberta, it is not unusual that 
service stution employes are engaged in the wara rionths 
but have no work to do in the cold months. The build- 
ing of service stations alone would not solve this em- 


ployment problem. The combination unit would solve it. 


The policy of erecting conu- 
bination units required that only « suall portion of the 


investsent in facilities should be aevoted to the sale of 


gasoline and other petrolcum products. 2 large portion 
of the income to be derived by the operator was to be 


derived from other services such as the sele and repair 
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of automobiles, washing of automobiles, greasing, the sup- 
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plying of accessories and services of like kind. Texas 
Canada has erected in Jjlberta several service stations 
of this type. 

In many instances, Texas 
Canada found existing outlets available where the owner 
or the operator cesirea to retire from the business or 
was unable to continue or intended to leave Alberta or 
was gOing out of business for other reasons.» In such 
cases, if it was found after investigation that such 
Outlets were desirablo, Texas Canada either leased or 
purchased the outlets and arranged for the improvenent 
of the stations by the installation of modern facilities, 
conforming to Texas Canada's views of what retail fac- 
ilities should be. 

This plan of marketing was 
followed becuuse: 

1. it offered an opportunity to develop in 


the shortest possible time and at the lowest cost a 


QI 


market for Texaco petroleum products, thus enabling 7 


| 


Texas Canada to secure a sufficient volume of bus- 
iness within a reasonably short length of time to 
cover its essential overhead expense in getting es- 
tablished in the market and to reduce as far as pos- 
sible the loss incident to entering a new market; and 

Zo Becsxuse of transportation cost and tar=- 
iffs, it was necessary that Texas Canada seek all pos- 
sible means to reduce the cost of getting the product 
to the consumer by large volume selling, if Texas Canada 
was to be enabled to recover its costs and ultimately 


to operate ata profit. 
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Q Re MACLEOD: Mre Meltabarger, may I in= 
terrupt you and direct your attention to this Exhibit 
showing your service stations in certain blocks on Jasper 
Avenue, idmonton, you notice one of yours is shown? 

A Yes. 

Q And it looks as if it were designed to show there was an 
investment of $21,448.64 and for a certain year the 
gallonage was 56,402. Now that particular station, what 
is that? 

A That is a combination service station and garage. Only 


about 3 thousand dollars of that 21 thousand can be 
charged to the gasoline outlet. In other words charging 
21,448.64 aguinst the gasoline, that would be like charg~ 
ing the cost of ea suit of clothes all against one sleeve. 
Most of the investment is built for and operated for an 
entirely different service ard purpose than the sale of 
gasoline. That is incidental. 

Q That is fairly general? 

A That is right, that is almost universal in our operation. 

Q WR. FRAWLEY: and that is not untrue of 
the British American or the Union Oil Station shown thero, 
where they had an investment of $24,856.77 and did 29,000 
gallons of busincss, a very large portion of that business 
is in garage and other facilities? 


A That may be so. 


*) There is nothing unique about your operation in that 
respect? 

my Noe 
MRe iisCLEOn: But wo are trying to show 


that that does not show the true picture. 
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ATION OF DinianD 


0 > ‘The Commission Agents operating 70 
silLS SOLICITATION. : 


bulk plants are charged with the 


responsibility by contrast of soliciting business in 
the area served by the bulk plants uncer their charge. 

In addition the company 
employs in Alberta two employes called representatives 
who supervise bulk plant operations, service station 
and dealer operations, and who solicit dealer and con- 
Sumner business. The company also employs one service 
station supervisor whose duty it is. to counsel all op- 
erators of service stations as to methods of operation, 
business building practices, securing of operators and 
assisting operators in developing their retail businesa. 
The company also employs a lubricating engineer who 
divites hiss time’ between the Provinces of Alberta, 
Saskatchewan and British Columbia in the solicitation 168 
of industrial and consumer lubricating oil and grease 
business. 


THE GCREATION OF DiuiaND After Texas Canada hac estab= 


ADVERTISING. 
; lished sufficient distributing 


outlets to accommodate a reasonable share of the Jjlberta 
market, it found it necessary, of course, to create a 
demand for its products to be supplied to consumers through 
dealers handling its products. «an analysis of advertising 
media indicated thet with the proper program, radio of- 
fered the most economical advertising means of reaching 

the motoring public. Texas Canada inaugurated its news 
broadcast over station C-F-C-N at Calgary. In addition, 
some newspaper advertising was done and other good will 


advertising, such as the purchesing of space in club pub-~ 
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lications, papers of various societies and orgenizations, 
has been employed. Texas Canada has also usec to a 
limited extent billboards in the City of wdnonton, red 
Deer, Lethbridge and :iedicine Hat. 

Galgary and Drumheller 
were left out of there inadvertently. 
tine FRAWLEY: That is where all these 
Turner Valley crude signs are? 
Calgary and Drumheller. 

it service stations bulletin 
boards have been erected anc seasonal bulletins have been 
posted. These, together with the identification signs 
carrying the Texaco trademark, comprise almost entirely 
Texus Canada's advertising expenditures. Costs of the 
advertising have been insignificant. 

fjnd in this connection I 
wish to submit Table No. &l. 

(TABLL NU.BER 81 PRODUCED 

8D Hakb 2AnibD JAS EXHIBIT 

ao 
WITNESS; This ti ble ia o se out enion 
of our advertising expenses since 1932, when our cost 
per gullon was 84/100 of 1 cent on an expenditure of 
¢16,070.61, with a total sales volume of 1,907,154 gal- 
lons down to 1928 when we expended $64,472.87 in 
flberta and sold 8,314,7¢1 gallons of products at a 
cost of .0041 per gallon. 
wike PRAWLLY : You will certainly pardom 
me if my curiosity suggests I ask you what that iten is 
that you spent 4459.54 on in 1957 and ¢%599 in 1968? 


where is that. 
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tteie the sixth iten? 

599, Decaloomahias. 

Yes, what are those? 

They are posters or pasters that we put on our pumps. 
One of them says "Sire-Chief Gasoline" and shows a hat, 
a fire chief's hat, and the other says "Sky-Chief", 

the other is the Skv-Chief emblem which we put on our 
pumps. They are called decalcomahias. They are tran- 
sfers. You wet them and put them on the pump and the 
back comes off and leaves the face on the pump facing 
right side out. 

wAJOK LIPSLTT: In that table, at the 
commencement, I sve, ur. ieltabarger, that your adver= 
tising costs per gallon have decreased each year over 
tHe Porioad7y 

Until they are about half, although our expenditure his 
almost doubled since 1962, from 16,000 to 34,000, the 
volume of business hus increased about 800%, from 
1,907,000 no, about 400%, to 8,314,000, so dividing the 
larger expenditure of 64,000 into the 8,000,000 gallons 
gives a cost of 4/10 of a cent per gallon as against a 
cost of 8/10 of a cent plus in 19328 and below we have 
divided that expenditure so as to show the breaking of it 
UD. 

S&LibS METHODS. 3 


a 
3 


ae As Texas Cunada is engaged exclusively 
in the wholesale distribution of pctroleum products in 
dglberta it performs this function through agents ana by 
contract selling. Only in rare instances does it en- 


gage in spot selling. Consequently its sales methods can 
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best be understood by an examination of its various 
contracts. These are as follows: 
1. Commission fgency agreement fora 
TCR sO 7 es 
&- Distributor contract form TCS 141. 
4. Jobber contracts as negotiated from 
time to time. 
4. Industrial consumer sales contracts 
fora TOS 207% 
oe Dealer Contract form TCS 207 4, with 
lubricant schedule form TCS 428 A attached. 
6. Service station lease form TCG 77 df. 
7+ Service station license agreement form 
TCG 8a. 
8. Service station lease form TCS 563. 
9. Conditional sales contract forn 
TCS 344. 
10. fire dealer contract. 
Ji. Credit card. 
WR. wACLLEOD;: I have all those and I 
suppose they had better go in as one Exhibit. 
THE CHATHMAN: Yes, if you have them to- 
gether, and they will be Exhibit "411". 
(FORKS OF CONTRACT, CREDIT 
CakD, uTC., PRODUCED AND 
Tet Cea AS EXHIBIT 
MRe MACLSOD: In the order that samall 
card is at the bottom und you will fina it here in 
Exhibit "411". 
q Lime. FRAWLEY: dare you going to discuss 


Gach one of these? 
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Yes, each one of them separately. 


COMIISSION AGLNCY AGREEMENT 


The Commission Agency 


Agreement, under which Texas Canada's bulk plants are 
Operated, is an agreement whereby the company appoints 
an ugent named therein as agent for the company at the 


point designatod. 


Under the agreement the agent is obligated: 

le To observe the company's instructions. 

a#- TO promptly account for company monies, 
goods, products and so forth, 

éo To sell products of the company for 
Gash or upon credit properly authorized. 

4. To sell the company's products con- 
signed to him from time to tine at the company's 
authorized prices. 

5. To bear all expenses, except freight on 
products shipped, license fees assessed for op- 
erdtion of the station and taxes on thé company's 
merchandise, stock and equipment, incident to the 
proper operation of the station covered by the 
agreement. 

6. To furnish at his expense trucks and 
other cquipment not supplied by the Company. 

7. To furnish at his expense all assistants 
and employes he may require for the proper and 
Giligent operation of the station. 


The Company is obligated 


to pay freight on products shipped, license fees as- 


sessed for the operation of the main station, taxes on 


re 


r 
F 


ve 


iS 


renee ite we 


ae 


“ry 


ahe 


a, 


C. D. Meltabargar 


C2 
10 


~10,204- 


the company's merchandise, stock and equipment, and con- 
missions for products sold, 

The agreement is termin- 736 
able at the will of either party. 

As circumstances require 
the agreement is tometimes modified to supplement the 
provisions therein contained. 

Ln eddi tion toy themc on 
missions authorized under the commission agency agree- 
ment, the Company sometimes where circumstances warrant 
pays the agent drayuge allowance. This covers remuner- 
ation for the drayage of gasoline, kerosene, and Gis= 
tillate from the bulk plant to the location stipulated 
in the drayage authorization. 


DISTRIBUTOR'S CONTRACT. 
The distributor's contract is 


also ewployed for wholesale distribution. By this agree~ 
ment the Company sells and agrees to deliver and the 
purchaser buys and agrees to receive the latter's entire 
requirerients of designated petroleum products at points 
of distribution stated in the contract; subject, however, 
to the maximum and minimum quantities per year, stip- 
ulated in the agreement. The sales of gasoline under 
this agreement are made at prices equivalent to the 
company's tank wagon market prices in effect at the dis- 
tribution point at the time of shipment, less stated 
discounts. 

Prices for other products 
are the regular schedule price of the seller in effect 
at time of shipment listed in the seller's regular sell- 67 


ing schedule, less a stated discount. 
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The contract provides that 
it shall remain in full force and effect for a period of 


One year from its date and thereafter, unless terminated 


by either party by written notice sixty days prior to 


the expiration of said year, until terminated by either 


party by sixty days prior written notice. 
uke FRAWLBLY: 
this up, the first contract is what? 


Is the Commission Agency sagreonent. 


I wonder if you could clear 


That is like what is in effect on your various bulk 


stations? 
Calgar;'. 


Calgary, Vulcan and Vermilion? 


Yes, and the Distributor Contract is such as is in effect 
with the Northern Light Refinery. ie sell them gasoline 
at so much per gallon off the tank waggon price in Leth- 


bridge, date of shipment, and they pay us for it and sell 


it thenselves. Je have no further contact with it. 


That station at Lethbridge is just a departure from the 


normal? 


That is the only one we have. 


Ordinarily he would be the satic as the one in Vulcan? 


That Ls. LU. 


That is the second contract, the Distributor Contrast? 


Yes. 


JOBBER CONTRACTS. : 


Cy 
6 


The Company has no regular form of 


jobber contract for use in the Province of Alberta. It 


has made from time to time informul arrangements with 


jobbers (wholesalers) for sale and delivery of various 


petroleum products at current wholesale prices. 
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arrangesients usually are terminable at the will of either 
party and are evidenced, in each case, by an informal 
letter ugreenent. 

A typical oxample of this type of agreement is 
the one which is now in cxistence between the Company and 
1iOn 21s, Limited. 

Some time in ilarch 1958, & representative of 
Lion Oils, Limited, approached tho manager of Texas 
Canéda respecting « supply of gasoline: 

A verbal arréngemcnt was reuched and leter con- 
firmed by lctter. 


Like arrangements have been nade with Artic 768 


Oils Sales, Ltd. and Crystal Gas and O11 Company. 

Re FRAWLEY: Now is that all we are 
going to heer about your jobbing arrangement with the 
Artie and the Lion? 

There will be more in here in connection with the 
statistical. 

fhe prises at which they buy? 

Yes, this just covers the type of contract. 

Quite? 

INDUSTRIAL CONSUMER'S : Petroleum products are sold by 


SaLLs CONTRACT. 
the Company to industrial con- 


Sumers under terms and conditions of the Company's con- 
tract from TCS 207. 

By this agreement the 
Co:ipany sells and agrees to deliver and the purchaser 
buys and agrees to recoive and pay for the agreed quan- 
tity of the agreed product or products for the period 


covered by the contract, subject, if the contract is for 
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the purchaser's entire requirements; to maximum and 
minimum quantities per year, deliverable under the 
agreement. 

Prices payable under this 
contract ere negotiated prices but us a general rule 
sales of gasoline are at tank wegon loss the agreed 
discount and sales of other products are at fixed prices 
agreed upon. 

MRe FRAWLEY: Give us an cxample of this 
form, BCS 2077 

It might be a contract like Robin Hood ivills over here 
where we would say they would buy whatever products they 
may require, we will say ten barrels of aleph, at ae price 
of 59¢ per gallon, that would be the agreed upon price. 
That would just be a trensaction which would be 
evidenced by an invoice? 

No, the transaction would be invoiced but that is the con- 
tract covering their purchases for onc year. 

Binding them to purchase their petroleum products from 
your company? 

And binding us to deliver for them at that price. 

Now when we are talking ubout gesolince ant like products, 
they bind themselves to buy their gasoline from you? 
That is right. 

And you give them the same price as the service station 
man pays? 

That is right. 

And you deliver it to them into roughly the same sort of 
facilities which the retail dispenser has? 
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Q MaJOR LIPSatt : Is that contract 207 or 
207 Phe 4 


4 It is 207. 


DEALER CONTRACT. 
Company sales to deulers are to two 758 


Glasses of dealers; 
(2) Deulers handling the products of the 
Company exclusively. 

Some of the compenies call 
these exclusive buyer agreements. 

(b>) Dealers handling products of the Company 
along with the products of others. 

The Former are ustally retoa7o9 
erred to in the trade as 100% accounts and the litter as 
split accounts, 

Sales to 100% accounts cre 
made on the terms and conditions of the Company's con- 
tract form TCS 207 i. 

Calgary has the same con- 
tract for both exclusive snd non-exclusive dealers. 

By this contract the 
Company sells and agrees to deliver and the purchaser 
buys and agrees to receive and pay for the purchaser's 
entire requirements of gasoline and motor lubricants 
at deuler outlets designated in the agreement. The 
qgu.ntities deliverable are subject to maximum and min- 
imum quintities stipulated in the agreement. 

Prices for gasoline are, 
ut seller's option, seller's posted service station 
price at a designated point, less a stipulated discount 


or seller's posted tank wagon price at a designated 
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point, less a stipulated discount. 

In other words, we might 
in that case, for your information, sell w man at tho 
retuil price less 4 cents per gallon, giving him a 4 cent 
guaranteed margin. On the other basis we would sell hin 
at the tank waggon price less one cent for the exelusive 
account which would give him whatever margin the dealer 
margin. controlled in that community. 
MRe FRAWLwY: You do not mean to say you 
sell some retailers at the pump price less so many cents? 
Less 1 cent. 
How do you arrive at the pump price, you dec not sell the 
retailer at the pump price less s0 many cents? 
Sometimes. 
How do you determine the pump price? 
The price which controls in that town, in that community. 
It is at the retail price, whmtever tht is, that is not 
specified, whatever tho retail price is in that con- 
Munitye For example at Carstairs some three years ego 
the retail price of gasoline was reduced to a point where 
the dealer was giving away most of his margin, leaving 
only vabout a cent of a nargin to operate ons) Well our 
dealer there, paying rent, could not operate on that 
basis so we said, well, he has to meet the competitive 
price and then we said "./e will put you on a retail 
price, less 4 cents e gallon”, and we did that until that 
Situetion wes gleuned up. 
I suppose it is us good u time as eny to explore that, 
this is the first time we have heard about that, we 


heve an Exhibit here showing the retail margins in ef- 
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fect at prastically every settlement in Alberta, every 
place where the Imperial 011 gusoline is sola and there 
is absolutely no uniformity whatever, as you know, 

there is no uniformity even between Calgary and Edmonton 
although the population of those two towns, both the 
numerical population and the gusoline consumption, is 
very comparable and there is = difference of 1/2 «4 cent, 
you arc eware of that’? 

Yes. 

But you suy you go into some towns and you will then take 
une then prevailing price which may only least for a week 
or & month or a short time, and vou will base your whole- 
Sale price on that going retuil price and give him a 
certain margin? 

No, this is only where we own the service station ourselves. 
Own the service station? 

and our operator is obliged to meet competition, which 
would not give him any margin and we protect him on the 
margin. It is not the regular dealers but only for our 
service stutions, 

In those places where you owned service stations, do you 
take any part in estublishing the retail price? 

No, we have nothing to say «bout it at all. 

Re FRAWLEY: All vight. 

wid On LEPSe lt? : You just do that to meet 

a special competitive situation? 

That is right. The difficulty in that particular case 
was that the North Star operator across the street was 

e bulk line agent and he was getting a commission in 


a 


addition to his retail margin on his gasoline and he was 
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making it difficult for the other dealers in town who 
did not have tht bulk margin to operate by reducing 
his price. 

Yes? 

He had his 1 cent plus his 2 cent commission, which 
gave him eae 3 cent margin and the other dealors did not 
have any. 

MR. FRAWLAY: That is wherever the com- 
mission agent, you call them that, the North Star, they 
all call them, commission agents, do they not? 

Yes. 

Wherever the commission agent is also a dealer, it very 
often happéns the price to the constmer goes down a bit? 
If he wants to give away part of his profit, 

YCbe 

He has there that 2 cents profit and he sometimes passes 
ana share of that to the consumer and the consumer in 
some of those instances just benefits and you people have 
to meet it? 

Yes. 

I would like the Commission to know that? 

MAJOR LIPSETT: That 13a 4a very small pro- 
portion of your contracts? 

We have only had two instances in the ten years I have 
been in Jjlberta, of that. 

Te it because it is only recently that the commission 
agent is a dealer or is it because of some other reason? 
The other case was at Barrons, slberta, where &@ man by 
the name cf Mendenhall is hauling from iiontana and he 


reduced his price of gasoline in Barrons to build up his 
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volume of business and we protected our doaler because 
we have our own station there, temporarily to meet 
that situation. 

Q MR. FRAWL3Y: Now before you leave 207 ij. 
Which is your ordinary contract for supplying dealers, 
by the way are these negotiated by the agent or by your 
head office? 

Li No; they are negotiated either by the agent or our rep-= 
resentative or service station supervisor. 

MR. MACLEOD: The contract is with the 
ctmpany of course. 

Q MRe FRAWLEY: Yes, and ordinarily you 
will sell to split dealers at pested tank waggon? 

A Undivided dealer at 1 cent less than tank waggon, yes: 

Q, Now have you any contract at all or any instances where 
the dealer is getting less than, getting a better price 
than 1 cent under posted tank waggon? 

A Not so far as we are concerned; 

Q Not so far as you are concerncd, What docs that mean? 

a Well our contrects are all the same. There is no dev- 
iation from that. He either gots 1 cent or, on a split 
account he gets posted tank waggone Now I would not say 
there are not instances where the dealer may bo gotting 
more thm that but if he is he is getting it from the 
agent. 

Well surely you would have knowledge of those? 
We may not necessarily know at all- 
Q There may be cases where it is not done by you but you 


have definite knowledge of a dealer getting a better 


price than 1 cent under the tank waggon? 
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£4 LT do not recall any. 

Q Why would it be, why would it be at «117 

Lb Well the agent would either desire to meet a competitive 

situstion or wants to get an account and would have to 

give part of his commission, hexybe ae cont a gallon, in 

order to get the account or to hold the account. 

a) And he gets, on what he delivers to dealers, he only 
gets a cent? 

A & Gents. 


He gets « cents on what he delivers to dealers? 


a) That: is richt. 


Q And what did ho ¢xvct on what he delivers to furmers? 

a The sare. 

Q 2 cents? 

bi Yes, that is-it so far as we are concerned, the’ Texas 


Canada. 

« Now wait, perhaps, you operate differently from the 
Imperial O11? 

4 Now uncderstard when I say « cents, that is our reguler 
commission. In a lot of products he only gets 1 cent 


on, that is third grade gasoline or tractor distillate. 


Q But speaking of gusoline? 
ry He gets 2 cents. 


Let us see, you have a bulk station in Vulcan and there is 
& garage or service stetion in Vulcan handling Texas 
products, and there is just a transfer from your bulk 
station to his tanks? 

Lb Yes. 


q Now I understand in the Imperial orgunization, and I think 


a 
— 


that is what I have in evidence there, that on that tran- 
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saction the Imperial commission agents in the town would 
get 1 cent? 

That is right. 

On what he puts into the rotailer tanks? 

Yes. 

But under your set-up the commission agent in Vulcan 
gets & cents on what he puts into the dealer tanks at 
Vulcan? 

Yes. 

So that you certainly would not expect, just let us ex- 
plore it for a moment, under the Imperial set-up, he 
only gets 1 cent on dealer deliveries, and you certainly 
would not expect that commission agent to give any part 
of that away but in your set-up there is 4 2 cent margin 
and you say that it is possible that some times part of 
that 2@ cents is given away, and it gives the undivided 
Texas dealer a better chance? 

dC have had instances, Mr. Frawley. 

THE CHATIV.AN: (fell you can pursue it 
after Luncheon. 


(The Inquiry was here adjourned to resume at 2 Po ii.) 
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4.00 P. i. Session 


C. D. MEUTABARGER, recalled. 


@ MR. FRAS'LBY: Mr. iieltabarger, I had 
interrupted you - and by the way these interruptions 
of mine are not intended to constitute entirely my 
eross~-examination but as things occur, if it does not 
inconvenience you to ask you to elaborete from time 
%O mime on some of the things you are filing..... 

A Yes, 2 that) is might. 


“e were discussing the difference arising out of the 


£> 


filing of your dealers' contracts, of the difference 
that there is between your marketing system and the 
Imperieal's. “e have been told that the Imperial 
pays 1 cent per gallon on delivery to dealers in 

‘the seme town as the commission agent carries on 
business ine and if the commission agent supplies 
an agent outside his commission town that he gets 

1 cent plus some cartage allowance and that for 
deliveries made to farmers he gets two cents. But 
fhe farmer pays more. But insofar as the commission 
agent is concerned, he gets 2 cents on those deliveriose 
You say your company pays 2 cents on deliveries to 
dealers? 

B Our basis is rather a varying one. It is set forth in 
the commission agency contract, plus any modifications 
thereof that may go along, depenging upon the area and 
territory that he serves. For example, we might have 
an agent at Drumheller and his commission there would 
be 2 cents? 

Q Yes? 


But he might want to deliver to Hanna which would be 
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C. De. Meltabarger 


45 miles away. That 2 cents is to cover deliveries 
up to 45 miles. If he gets an account in Hanna and 

we think that it is desireable from our point of view 
and desirable from his point of view, and the necessity 
of him making a living, we will say, "41l right. Go 
ahead and deliver there and we will allow you a half 

a cent a gallon or maybe 2 eont a - gallon drayage 


in addition to your commission. 


a) 


The 2 cent commission? 

4 YeSe Then on other products in our contract such 
as tractor distillstcs and in some eases third grade 
gasoline. tractor gasoline, we only allow 1 cent 
commission and any drayage which may go slong with 
thet. ~@ have set forth in one of these exhibits 
our commissions on various products at each town. 

Q In other words you are saying you are going to deal 
a little more fully with that? 

A Yes, and I am going to suggest I go ahead with this 
until I get to that. 

Q Yes, go ahead. 


I was resding the conditions of our Dealer Contract. 


E> 


At the present time (lecember 1938) 100% accounts, 
irrespective of the base price (i. e., tank wagon or 
service station) enjoy . discount of one cenhk per 
gallon more than is given to split accounts. 

Q MR. MACLEOD: Perhaps everybody else 
understands it but a dealer is a retailer? 

4 Yes, a retailer. | 

@ Yes? 


4 Prices for motor lubricants stipulated in the contract 
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G. D. ifeltabarger 


are net prices shown on seller's motor lubricant 
selling schedule attached to the contract. It is 
agreed by the seller that prices for motor lubrigants 
shall not be increased during the je riod covered by 
the contract but the dealer is given the advantage of 
eény price reductions. 

Q MA. FRAWLEY: You said something will 
be introduced, You have TCS 328 A which is part 


Or.oxnibiks B41! ? 


A Yes, that is part of that Exhibit. part of Exhibit "4119. 
Further, the dealer is given deferred discount, the 740 


amount of which depends upon the guantity of the product 
purchased by him under the agreement. And that is 

set forth in this contract here under a schedule. 

MR. COMMISSIONER LIFSET?P: “hat is the number of that? 
207 4, depending upon the quantity purchesed he gets 

a discount at the end of the year or a refund, we might 


say, of so much per gallon. 


G That is a dealer contract? 

4 That is a dealer contract on lubricants. 

Q On Lubricants? 

4 Lubricants. The second section is Lubricants, yes vir. 

a I am sorry Mr. Meltabarger but I just wanted to see if 
I could follow this? 

4 This first section is gasoline and the second section 


is lubricating oil. 


Ob Ves > 
740 
SERVICE SPAPION LEASE : The Company, on occasions, 
WHERE COMPANY IS LESSEE: 
: Leases service stations and 


pe EL RY A 


garages or service Station or garage sites. Sometimes, 


when the Company leases a service station site, the lessor 
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agrees to erect on the site a service station or garage 
constructed for the use of the lessee, to plans and 
Specifications furnished by the lessee. 

wervice stations ans 
garages constructed pursuant to an agreement of this 
character are usually referred to in the trade as 
Lessor-built Service Stations. 

The Company leases or 
has leased 24 service stations of this character in 
Alberta. 


LICENSE AGREEMENTS. 
The Company has not and 


does not now operate service stations or other retail 
outlets. even when owned by it, in the Province of 
Alberta. Untiz recently such stations as the Company 
ahd acquired either by ownership or lease it liegensed 
to independent contractors for operation under the 
terms of its license agreement - Form TCG 82. By this 
agreement the Company granted to the ,licensee the 
sole and exclusive license, subject to the terms of 741 
the agreement and for the period therein stated, to 
store, handle and sell by retail petroleum products 
and other merchandise purchased by the licensee from 
the Company. 

A license thus granted 
was from day to day until terminated by either party 
at one dey's notice in writing to the other, 

This agreement simply 
gave to the licensee a limited dominion over the 
premises covered thereby. Goncurrently with its 


execution the Company entered into an agreement with 
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CG. D. Meltabarger 


the licensee for the sale by the Company and the 
purchase by the licensee of the licensee's entire 
requirements of petroleum products under the terms 
and conditions of the company's dealer contract - 
Form 207 &. above mentioned. 


SERVICE STATION LEsSk, 


amy 


The Company has discon- 
tinued the use of the license agreement just described 
and now leases service stations and garages ovned or 
leased by it from others to independent operators. 

By the terms of the 
lease the Company demises and leases to the lessee 
the premises therein described together with improve- 
ments and facilities thereon for e term of one year 
or more, at a fixed rental agreed upon by the parties. 

Concurrently with the 742 
execution of the lease the company makes a contract 
with the lessee for the sale by the Company and the 
purchase by the lessee of the latter's entire require- 
ments of the petroleum products for distribution or 
for resale at the station involved. The sales agreement 
used in this connection is the Texas Company's sales 
contract - Form TCS 207 A - already described. 


CONDITIONAL SALES CONTRACT. 


a ene ee ee re ee eens 


The Company sometimes sells 
to dealers petroleum dispensing equipment such as gasoline 
pumps, tanks, air compressors, and other service station 
equipment. 

hen such sales are made on 
credit the Company makes an agreement with the dealer 


whereby the Company agrees to sell and deliver to the 
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dealer at a designated location certain specifically 
described dispensing equipment. 

The dealer agrees to pay 
for the property thus sold at an agreed price in 
installments, 

while the equipment is in 
the dealer's possession and not yet paid for the dealer 
agrees to keep ana maintain the property thus sold in 
good order, condition and repair at his own expense. 

The title to the property 
remains vested in the Company until all the conditions 
specified in the agreement have been duly and punctually 
performed by the dealer. In cvcont of a breach by the 743 
acaler of any of the covenants and conditions of the 
agreement and under certain other stipulated circumstances 
the company is authorized by the agreement to retake 
possession of the property covered thereby, free of all 
claims whatsoever. 

The Company upon payment of 
the full purchase price assigns and transfers the title to 
the dealer by sufficient bill of sale. 

During the period that the 
Company has title to the equipment covered by the agreement 
the dealer is obligated to use the equipment exclusively 
for the purpose of storing and distributing petroleum 
products sold to the dealer by the Company under sales 
contract form 207 Ao 


THE PIRE DEALER CONFRICT.: 


The Company is the distributor 


in Alberta of tires and tubes of the Seiberling Rubber 


Company. In conseguence of this, the Company makes con- 
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tracts with tire dealers throughout the Province for 
the sale of tires end tubes. By this contract the 
Company agrees to sell and deliver to the dealer and 
the dealer agrees to buy, accept and pay for the 
dealer's resale requirements of Seiberling tires and 
tubes at service stations and/or garages operated by 
the dealer on the following terms and conditions, 


among others; 


1. The dealer agrees 744 


(a) To pay for the tires and tubes purchased 
on established retail prices therefor in effect at the 
time and place of sale, less prevailing dealer discount 
S@llowed by the Seiberling Rubber Company of Canada 
Limited; 

(bo) To abide by and adhere to the retail 
prices, terms and policies of the séeiberling Rubber 
Company of Ganaca Limited es established from time 
to time; 

(c) Po sell exclusively only tires and 
tubes of the Seiberling Rubber Company as furnished 
by Texas; and 

(d) To assume and pay any and all taxes, 
duties and assessments imposed on the sale of said 
tires and tubes. 

2. The Company agrees to grant to the dealer as 
reward for the volume of tires and tubes purchased a 
bonus in the form of a merchandise credit to be deter- 
mined in accordance with the memorandum attached to 


the agreement. 
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3-e Title to all tires and tubes sold by the 
dealer remins in Texas until resold or fully paid for 
by the dealer. The agreement is made effective from 
the date therein stipulated to October Slst next following 
and thereafter from yeaxw to year until terminated by 
ten days! prior written notice. 

@. MR. COMMISSIONER LIPSET?: That bonus in (Ci ieeia 
acdition to the ordinary trede discount? 

A The trade discount in the case of tires is so much 
off the retail price, like 20% or 22%, whatever it is. 
And then the dealer in addition to that at the end 
of the year, bascd upnn dollars of volume he sells 
secures a bonus as stipulated in that rider. 

Q Mr. MaCLso0D; Vho pays that. you or 
the Seiberling? 

& The Seiberling Rubber Company reimburses us but we 
pay the bonus. 


GREDIT CanDs. 
The Company issues cards to 


motorists, permitting the party to whom issued to 
purchase Texaco Petroleum products and Texaco lubrication 
service on credit, during the period state in the card, 745 
at all service stations and dealer outlets selling 
Texneo gasoline exclusively in the rrovinces of Alberta, 
Saskatchewan and British Columbia, and in the United 
States. 

Since that was written we 
have also extended that privilege to holders of cards 
in the Maritime trovinces and in the rrovinces of Quebea, 


Manitoba and Ontario for McCGoll-Frontenac products. 


Miah alk’ 
‘fhe ee ‘ont 


° 


dence ak ant won aotgob 


r aN ae 


ot néroah vit xe. 
He tidened? ash oat 


AS a 


met ae hot ‘gottcotedt baie 


‘dd aku nota. ‘eyed sd 


Tied. REMOT@SINIOD . i 
Katt ire edt OF. setate 
dices tare sbond 
i ['« oe 
rae a & eae: odd. ‘nbd? 
ae buaed. , ict c Y eu aut To 
; C i 
jot etngtte bs aunod a a gorni99r 
0g ssoau tani 
} git f raed. roe | ‘edt 


Ete Hor pt mre ty | Sui grt tic odd AG elt 


.B aor d ant wed 


ee) : a rer 
ARGS ERS 


‘bah gta ne JBeh taogow 


eae pests 


agrarian + Efe 4. me 
ay? UT whee Loe sation ay. gacxet ia 
“Hed id eh. phe a iesid loa a 


ray ee fi 


hs Fes RE a aie 


an 


«i Soa aecmamiagace eae 


= 


a4 piybor nae >inos -tEAOaM 48 
a - : Het lh 


- 10,283 - 


G. De. Meltabarger 


MR. MACLEOD: Just a moment. Perhaps the 
Board would be interosted in the mechanics of that. 
Assuming IT hold your card given me from your offico here 
and go through to Chicago and buy a quantity of gasoline, 
var nou Davo to 0ay Lor Vb)” "does 

Noe 

At once. The gasoline I am buying is the property of 
the dealer in Chicago? 

BRS lel ee he ae 

How does he get paid? 

The dealer is furnished, each Texaco exclusive dealer 

is furnished with a book of invoice forms fer credit 
cards. “hen he fills your car - you sre the eredit 
gard holder - with gasoline, he makes out an invoice 
cua ie: that gasoline or oil or whatover it is and 

you as the holder of the card gign it. He compares 
your signature with the signaturc on the card and he 
turns it in to the agent of the Texas Company as cash 
on the purchase of additionel products at his place of 
business. That agent when he remits to the Head Office 
of the district, he sends that along as cash and that 

is accepted in lieu of cash and that office, which in 
that case would be Chicago, charge the Texas Company 

of Canada, or charge the Texas Company of Delaware and 
they charge the Texas Company of Canada and we romit. 
And then I, the purchaser, get my bill from where? 

From uSe Ve in turn send the bill to you at the end 

of the month of a11 the invoices that have come back 


to us and you pay it. 
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C. De. Meltabarger 


MR. COMMISSIONER LIPSET?: I suppose that is the goneral 
scheme of all the companies, the Imperial and the B. &.? 
Yess 

MR. MACLEOD: t do not think 1t fei 7 
travelled with two and one company I got gas in Eastern 
Canada and I got the bilis from each particular district. 
The mechanics may not be the same. In Nova Scotia I 
got a bill from the Nova Scotia agency. 

MR. COMMISSIONER LIPSETT: fs far as you are concerned 
the bills come to you? 

Yes, and we invoice them. 

Now, just to clear up another point. That is for three 
months! purchases? 

Yes. Wwe also issue in certain special instances annual 
cards. The reason for that three months!’ period is 
that if a man should go bad and get away and get into 
the United States or some place, he cannot buy too 

much products before we catch up with him. 

MR. FRAWLEY: Some fsvorites gct annual 
cards? 

Yes. We issue on special occasions annual cards when 
aman is going to be away a long time. 


OFERSTION OF BULK PLANTS.: 
¢ <All the bulk plants heretofore 


mentioned, including those acquired in 1928 and those sub- 
sequently acquired, have beon and now are operated by com- 
mission agents under the terms and conditions of Texas | 
Canada's commission agency agreement just described. 

From time to time there have 
been changes in the rates of Commission paid to the 


Commission Agents. I wish to submit in that connection 
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Table Noe 82. 


(DOCUMENT IN GUBSTION IS NOW 
MARKED EXHIBIT "412". ) 


That Exhibit shows the rates of Commission paid under 
contract written at different times, modified end go 
forth and takes us up to April 16th, 1936 which was the 
last modification we had in making this report up for 
the year 1937. The last agency agreement. That shows 
the commission rate, the stations-here should not have 
been listed that way. They are listed by our Code 
numbers in which we carry our accounts. It shows the 
commission rate and the gasoline, kerosene, lubss and 
greases and distillates. 

MRe FRAMLSY: “ould it not be a good 

idea now this is prepared this way if you weuld file 

@ supplementary statement showing what these stations 
are so we can look at it? 

Yese You have a list of stations, 

with numbers? 

Now whether they were numbered or not I would have to 
looke I am sorry the numbers were not included in the 
tabuletion of the stations. I shall have that prepared 
for you. 

MR. MACLEOD: There will be q scparate 
sheet showing that? 

MR. FRALEY: Yes, that is right. ne 


OPERATION OF SERVICE STATIONS: 
: wsALL the above mentioned 


service stations are operated by independent merchants 


to whom the premises are leased or licensed and with 


whom Texas Canada has a sales contract whereby Texas 
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Cenada agrees to sell and deliver to the buyer and the 
buyer's requirements of petroleum products. 


SUPPLY... : 
: Texas Canada has obtained 


its supply of petroleum products for Alberta as 
follows: 

By far the largest quantity 
has been obtained from Texas Delaware. However, it 
has from time to time made purchases in Alberta from 
Alberta refiners. The annexed table sets forth thea 
respective quantities purchased from oach such supplier 
from 1932 through the first eleven months of 19358. 

LT would like tn introduce 
now Table No. 83. 


( DOCUMENT IK QUESTION IS NOW 
MARKED EXHIBIT "4138". ) 


IMPORTATIONS BY : All the refined products 759 
TEXAS CANADA. 

; purchased by Texas Canada 
from Texas (Delaware) are imported into the Dominion 
of Canada for resale there by Texas Canada. Importations 
are, of course, subject to Canadian teriff laws and 
regulations. 

In view of the rulings that 
have been made by the Dominion Department of National 
Revenue, Customs Division, the prices paid by Texas 
Canada to Texas (Delaware) have in effect been fixed by 
the Department of National Revenue, Customs Division. 
Refining costs have had nothing to do with these prices. 

The fairness and reasonable- 
ness of these prices may be conclusively assumed in this 


investigation, because it has already been established 


~ 


Sa SS to, 
a - 
. = Z 
: . . 
” 
. 
3 “ 
. ey 
es 
Opes 
~ 


Bs he 
; e 

ae 

aie a 


ad - 
oY y 


ij a 
ie = 
7 oa = 
~ a ri 
_ 


wes ’ 
= 
ae, ee + 
« 


ee 
13 


- 10,287 - 


Ce D. Meltabarger 


by the Dominion Government that they represent the 
fair home market value. 


RULINGS OF DOMINION : 

CUSTOMS DIVISION ; On or about November 2dth, 
G5 SOLINE ; 

1932, the Department of 


National Revenue, Customs Division, ruled that the fair 
home market value of gasoline for duty purposes should 
be as follows: 


{1) For 400 or 392 Bnd Point Gasoline: 


751 
The Price per Gallon, 
When the Posted Price for including lg U. Se 
Kevin Sunburst Crude Oil is: Federal Tax, will be: 
i his O $0.0675 
075 007 
«80 00725 
085 00750 
090 | 00775 
095 08 
1.00 0825 
Doo »0850 
1.610 20875 
agra ia) 209 
1.20 00925 
1.625 00950 
1-350 200975 
1.35 e LO 
1.40 olL025 
1.45 e LOSO 
1.50 L075 


1.55 eis 
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(2) For Ethyl Gasoline: 
The price will be .0162 per galloh higher 
than the price for 400 or 3892 End Point Gasoline 
as determined ubovee 
(oj) For Us S. Motor Gasoline: 
The price will be at all times 1/2¢ per 
gallon less than the price for 400 or 392 End Point 
Gasoline as determined above. 

Q, MR. FRAWLEY: I thought perhaps at this 
time you would be filing these what you cell rulings. 
I am. 
d11) night. 

MR. MACLEOD: There is one thing as I 
understand it, these prices are fixed as the fair 
home market prices, the sale price. If you sueceed 
in buying a cent cheaper you would have to pay that 


one cent to the Dominion under the dumping duty? 


my Yes. 

q@ So it would result in no decreased cost to you? 

A That is right. 

Q Your buying at anything under these fixed prices? 

A That is right. 

a MR. COMMISSIONER LIPSET?T: Will you tell us about these 
400 End Point or the 392 End Point Gasoline? 

A That is the specifieations that are used in the tank car 


markets for gasoline in quotations in the United States 
and carried over into the Dominion I suppose. Fire Chiof 
gasoline for example is 400 or 392 End Point depend ing 
upon the season of the year. In the summer it is 400 and 


in the winter “it is 392. 
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It represents the Standard gasoline? 
Yes. On or about August 18th, 1933, the differential 
for ithyl Gasoline of .0162 per gallon was changed to 
o 0140.6 On September Ist, 1933, this differential was 
further reduced to .01 per gallon, where it has 
remained o 

All the gasoline sold by 
Texas (Delaware) to Texas Canada from tho date of that 
ruling to the present has been priced at the values 
therein set forth. 

Now I shall reaa a letter 
from Mr. George We Ray, Junior Attorney for the Texas 
Company. date November génd, 1932. Subject Canadian 


Customs. 


Messrs. Bain, ‘-ilson & Maynard, 
56 Sparks Street, 
Ottawa, Cenada. 
Gentlemen:- 
pince thé weceipivotevyour 
last communication, I have discussed the home market 


velue of gasoline in Montana district at some length 


With our Refining and Seales Department people. 


752 


753 


I find that the International 


Refining Company m@intains the only refinery of any con- 


secuence in the State of Montene. There are other 
Stall refineries, but so far as we have been able to 
ascertzin. they post no prices for the commodity they 
sell. They, of course, make spot sales from time to 
time. but it would be practically impossible for us to 


secure definite, provable informetion in regerd to the 
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prices at which they sell. In consequence, it is 
impractical for us to endeavor to establish a home 
market value fur gasoline on the basis of refinery 
posted prices in Montana, 


A review of the appraisers' 


Bulletins issued by the Canadian Commissioner of Customs 


inticates that the valuations placed on gascline for 
the Montana District bore a definite relation to the 
posted price of crude oil, in that State. Thus, when 
the posted price of crude oil was seventy cents, the 
home market value of gasoline for the Montana District 
wes fixed by the Canadian Customs authorities at 
-0668¢; when the price of crude was eighty-five cents, 
gasoline was appraised at .0704¢; when the price of 
erude was ninety cents, gascline was appraised at 
eC773¢; when the price of crude was one dollar, 
gasoline was appraised at .0808¢; when the price of 
orude was one dollar and five cents, gasoline was 


appraised at .0844; and when the price of crude was 


one dollar and twenty-five cents, gagoline was appraised 


at .085l¢. 


Tho’ price, oLurcrideiis 


posted in Montanas The posted price of crude, therefore, 


offers s real basis for the determination of the home 


market value of gasoline , if the Department's appraised 


prices of gasoline are related directly to the posted 


price of crude and this mothod of relation applied to 


present conditions. 


To illustrate my point, 


I hare had computed the home market value of gasoline 
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755 
in relation to the price of crude, and enclose 


herewith a copy of letter from Mr. R. D. Cottingham 
to me, dated November 17th, in which that tabulation 
is set-forth. 

Zt is not unusual for 
refiners in the United States to sell gasoline at a 
price which bears a definite relation to the posted 

price of crude. 

As I previously advised 
you, the International Refining Company sells its 
gasoline to the Texas Company, a Delaware corporation. 
In that contract, the base price of gasoline fluctuates 
up or down one-half cent per gallon for each ten-cent 
change per barrel in the posted price of Kevin Sunburst 
Crude Oil, as posted by the Ohio Oil Company. 

It has been suggested that 
we should submit to the Department for its consideration 
& workable method of determining home market valuos 
applicable to the peculiar situation in which we find 
ourselves, The specific suggestion is this; 

That the Texas Company 
(Delaware) sell to its customer in Canada, (The Texas 
Company of Canada, Ltd.) gasoline at the following 
prices: 

For 400 or 392 End Foint Gasoline: 

A base price of ten cents per gallon plus 
l¢g Federal Tax when the posted price of kevin 
Sunburst Crude Oil is »1.55 per barrel, such 
price to fluctuate up or down 1/4¢ per gallon 


for each 5¢ change per barrel in the posted 
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Market value of 400 or 392 End Point Gasoline, 


price of Kevin Sunburst Crude Gil as posted 
by the now largest purchaser, (Ohio Oil Company) 
In event the Ohio Oil Company shall cease 
posting a price for oil produced in the Kevin 
Sunburst field, then the field market price of 
the Purchaser buying the largest amount of oil 
produced in that field should be used. (The 
Kevin Sunburst Field has been selected because 
the International Refining Company purchases 
the crude it refines in the Kevin Sunburst Field) 
The price of Ethyl Gasoline will be at all 
times .0162¢ per gallon higher than the price for 
400 or 892 End Point Gasoline. 
The price for U. S. Motor Gesoline will 
be at all times 1/2¢ per gallon less than tho 
price of 400 or 392 End Foint Gasoline. 


On this basis, the home 


Federal Tax, based on crude oil prices, would be as 


follows: 
Price per Gallon for 
Posted Prices for Kevin 400 End Point Gasoline, 
sunburst Crude Oil including lg Federal Tax 
p0.70 30.0675 
Rules) ey 
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will you kindly seée 
what can be done in this connection? 

It is urgent that this 
matter be handled promptly because we still ship on 
the old basis of 9¢ plus Federal Tax of 1¢. which is 
far out of line, and in addition to the duty we are 
paying on this basis we are, of course, paying the 
excise and sales taxes. 

Incidentally, the 
present price of nevin Sunburst Crude Oil is 75¢, —- 
a decrease of 30¢ per barrel since the Commissioner 
of Customs established .0844¢ as the home market 
value of gasoline in the tiontana District. 

Very truly yours, 
(signed) George ‘i. Ray 


Attorney 


( Go to Page 10,294 ) 
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And next =I shall read a letter from Bain, Wilson & Maynard 


to George W. Ray, dated November 25th, 19322. 


"Dear Mr. Ray, - Re Canadian Customs. 
iy in response to your letter-of the 22nd 
"instant, we beg to advise you that we have discussed 
"with the Department of National Revenue the procedure 
"whieh you suggest should be adopted to determine home 
"market values and apply such prices to importations 
"or refined gasoline to Canada. 
" On the occasion of our interview the 
Yoffiaials intimated that this procedure would be 
"aeeeptable for Customs—purposes, but to fully safeguard 
"vour interests we have submitted the facts of the 
“ease formally und requested a formal letter of 
Naeceptance, which, upon receipt, we shall pramptly 
"disputeh to you. 
Pai thir ly wvour ss 
Mi Bh. Maynards ir 
he next is a letter, another letter from Bain, Wilson & 
Maynardé, to Mr. Ray, dated November 30th, 1932. 
"Dear Mr. Ray, - 
With further reference to your letter 
Nop the Sena, ansteant, and ours) of the, 2othiinreply 
"thereto, we now take pleasure in enclosing herewith 
"a formal letter secured from the Department of National 
"Revenue accepting your suggested plan in respect to the 
"values of Gasoline imported into Oancda. 
Faithfully yours, 


'L. E. Maynard." 
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The next,a letter dated November 29th, 1932, File No. 

173225, from the Department of National Revenue, 

Customs Division. 
"Messrs. Bain, Wilson & Maynard, 
Hy 56 Sparks Street, 
q Ottawa, Ontario. 
Mt mud JeCts | Valueror Gasol tesa 
"Gentlemen: - 
} ivhave syourn, Let tereofmihe i25thwinepan &, 
"enclosing a letter which you received from the Texas 
"Company, New Vork, with regard to the fair market 
"value of Gasoline in the Montana district. 
Mt You are advised that the contents 
"of this letter have been reviewed, and it would 
"appear, in view of the fact that there are no 
"posted prices for Gasoline in the State of Montana 
"for sales in tank car quintities, the suggested 
"values in’ the Letter of the Texas Company, “based 
Nonwunerpostediprices of Kevin Sunburst Crideaeils 
"would appear to be acceptable. 
m Your ocr dey: 


" Fo cna) 6 Gar one Tie 
" for Commissioner of Oustoms." 


There is considerable more of that when I get to it. 
LR. M.CLEOD: Had these Letters better ibe) put 


inves Bxnibits, Sine 


WITNESS : They are part of the Commission 
books. 
TR, FRAWORY: and I presume the same thing 


will be done with respect to your brief, let us call it, 
as is being done with If. Saunders', and there will be 


copies made for everybody? 


: 
net 


ra 


of 


a0, 20 


Uva el Tabar rer. 


aA It will be submitted, tne whole thing. 
MR. FRAWLEY: T think IT would like to wait 
and see how much more you have got. I think we should 
have filed as Hxhibits all of your correspondence with the 
Dominion people so that we can examine it ourselves and 
see what we think about it. 
WITNESS: Well, that is now all 7 have that 
Terecal lt, with resard to gasoline, the next is“lubricauts. 

Q Those are vour only dealings with the Customs Department 
on the question of gasoline; what happened when the posted 
Prices OP crude were ell withdrawn? 

mn [Mne Department then. set up a fair market value for it but 
it Wes nou 8 matter of correspondence then. It.was just a 
Tulle OL the Vepartment. Subsequent to this end during 
the time the Hast Texas field was going wild, the 
Deneriment tixed a valve tor dumping duty purposes and of 
think that was 48.41 at Kevin at that particular time. 

Pee O Gece reicl bavercer, (1 think thatumight. pest ited aa 
(eiaivegavegO, tiled as an ixhibit, that correspondence, 
TH CHAIRMAN; if you will pin them togetrer 
we can mark them as Exhibit "414." 

(CORRESPONDENCE PRODUCED BY 
WITNESS HERS MARKED AS 
EXHIBIT 424070) 

QO MR, RAW GRY s ied Mei Ul dea eva S ae ete Dine. aly 
with this gasoline situation; you see, | have & memorandum 
OPeoualvsiseon VYOur ONeTations Made at my request Dy »reat, 
Garwickwe mitchell, four periods showine Werinery prices 
which you have been paying since January lst, 1937, and 
Dh enseers tiat tour prices havespeen insvorue: since ithe 
Divs yore hUO7. Nd) i yOu moO nOOnven dence 
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period, the lst of January, 1937, which takes us through 
the whole of 1937 and the whole of 1938, what you have 
given us now is pretty much history? 

Yes, that was the starting point. 

Ltigisiveryueood to.have its; but tovbrine ityrighti upto 
date and to dexwl more particularly with the prices in the 
year 1938, as you realize, we have had Imperial's analysis 
for 1938, and the B. A. analysis we will have, and most of 
the companies are submitting a complete analysis of the 1938 
operations and I would like to have anything you have to 
show on those two years. 

anything I could say would be rather general. The Customs © 
Department themselves gives me my information. 

bipyou wilivdeal with it now? 

My information from discussing the suhject with our 
Customs Brokers, Allan & Johnston, Calgary, is that the 
Customs Department has made a ruling and it is a general 
ruling that for import purvoses the price, to avoid dumping 


duties, below which dumping duties will be imposed, shall 


beatheetaarimarket (price at point of sale) for imporius, 

and due to the fact that during 1938 gasoline in “Nontana, 
gasoline prices, constantly declined, the fair market price 
for sale ati the point of sale for exports ‘has declined 

and as it declined we were given the benefit of that decline, 
naturally. 

Yes? 

Sol that while we start in on January lst) 1957s to (Octoberx, 
5th, 1937, we paid 94 cents fo Ethyl and 8% cents for 
HWirepOniel wand e7Ve7buforesrd srade: that hadidéeciinedwas 
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period from July ‘lst to December 3lst, we were paying "2 
for Ethyl, 6z for Fire Chief and 7.75 for 3rd grade. 
Phaters tne Ves. val ton? | 

Thay isthe: Ue S.ugeallon. 

Yes, but cannot you put into the record, you may have to 
consult with your local Customs Brokers, but can you put 
something into the record which will justify the export 
prices at which you were invoiced this gasoline, you can 
do that, can you? 

me only thing i can put on the record would be the ruling 
of the Departmnet. 

At: least we could have a record of it., and it now indicates 
that lieve novmeans of proving that 7.05 is tne Taiz 
market value in Montana? 

I do not know. 

How could we get that, is there any way we could find that 
OUT icp ulere -anyihaneexcept the: correspondence: thay. 
Ray had with your Ottawa Customs Broker, - and one might 
be critical of that, - but at the same time it would not 
seem to me to be of any purpose----- 

We can look at the price of Kevin-Sunburst crude and 
determine whether or not that price is correct. 

'R. MACLEOD: There Le this ‘topevsaiave iin. 
Frawley, is there not, that until the Dominion Customs 
people are convinced that there is some difference, it 
will cost that to us anyway? 

MR. FRAWOEY: I appreciate what my friend says 
about that, but to get at this Montena price, just to 
exhaust the thing, it seems to me now we are not very far 


away from it, if you. will supplement your evideme | by 
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filing or giving us the reference to this Customs ruling 
which you say your local brokers told you about, that 

will advance us to some extent. 

We can give you that. 

MR. MACLEOD: T do not’ think tt is parte or lour 
business to investigate the prices in Montana; 

MR. FRAWLEY: If the Commission thinks prover 

I may have to do some investigating myself; 

I know that we are paying the same price as Butte, Montana, 
district or anybody else who buys gasoline, the eer 
customer pays at Sunburst, we pay the same price automatically. 
MR, MACLEOD: #nd if you get it Lower) yousmonlnd. 
Have wor pay wine dri ference to the, Dominion? 


That is right. 


MR. FRAWLEY: All right. 
WITNESS: 
RULINGS OF CANADIAN CUSTOMS : The Department of National 761 


DIVISION: LUBRICANTS : 
Revenue, Customs Division, 


for ohne Pominion of iCanada, has advised Texas Delaware (of 
its rulings from time to time respecting the lowest value 
for duty purposes of industrial and automotive lubricants. 
Mearilines woich Nave been in elrectvior several 
years and which are now in effect may be summarized as 


follows: 
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Quantity of 


Product Shipment Fair Home Market Value 
i yy indusiriallailsa Tankear lots Average published re- 


finery prices plus #¢ 
per 2allons 


2e« Automotive Tanokear lots Texas Delaware's cur- 
branded oils rent prices less dis- 
counts of 25% and 18¢ 

per gallon. 


3. Industrial and Carload lots Texas Delaware's deal- 
motor packaged ers' list prices less 
oils discount of 25-10 and 

5%. 

4. «automotive and Less than Texas Delaware's deal- 
industrial carload lots ers' list prices less 
packaged oils discounts of 25 and 10%. 


The value of packages (metal drums) in which 
packaged oils were shipped was ruled to be deductible in 
erriving/ at a net value of packay=d olls for duty purposes. 
Lubricants have been and now are sold by Texas 
Delaware to Texas Canada at the values thus estahlished. 
I sha@lwaread now avletter from John Bain, DepartmentelwArent, 
Customs Specialist, Ottawa, dated May 6th, to Mr. 
George W. Ray, The Texas Company, New York---- 
Q MR. FRALEY: What year? 
A 1929; May 6th, 1949. 


7 Ottawa, Canada, 
" May (oth, slg a. 


ESO suiba i eye MSO) sry oO. 6, 

"Legal Department, 

mine Texas Company, 

"17 Battery Place, 

Te ODM Neto U6; ie ste 

"Dear Mr. Ray,- 

" I have your letter of the Srd instant. 

" I wrote you on Saturday, sending you the 


"Customs Department's letter, and I now enclose the 


Namendongi Letter, which [ then referred 'to.0) These! tro 
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"letters seem to be in harmony with your understanding 
“of the tentative agreement which was reached when you 
"were here. 
y With kind regards, I remain, 
Faithfully yours, 
n die Bate 

WITNESS: and this is the letter he reteérsa to. 
Ottawa, Canada, 

6th May siya 0. 
Pines tTexeag Corporation, 
t New York, N. Y. 
" nS saris 


" vosvesbi lorem aia 0 MESURVISL mone Oh EEI- 


= ~_ —_ _ — — -_ _-_ _ _ 


"Gentle men: 
Hi Referring to Departmental letter of the 
"Srd instant, respecting the value for duty nurposes of | 
"oil exported by year Company to the Texas Company of 
"Canada:- 
oh You are advised that pending further 
linformation to be submitted, packaged oils in less 
"than earload lots may be allowed entry at dealers! 
"list price less discounts of 25 and 10%. 
uy Yours truly, 
i J.0A. Vatson.! 
Mt for Commissioner of Customs. 
"THROUGH: 
"John Bain, Esq., 
M56 (operks Ot. , 
"Ottawa, Ont. 

The next is a letter from the Department of National Revenue, 


Customss Division; daved the 2oth Of Peuruary, 19628. 
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H DEPARTMENT OF NATIONAL REVENUE 
Customs Division 


4 Ottawa, 
1 29th February, 1932. 


" 135 fast 4énd Street, 

i USM Geli d pl File i ac 

q Ute Le 

4 Subject: Value of Oil. 

"Gentlemen: - 

u Heterring UG the recon ten 1] Sito lee 
Popecial Oriicer of this Department 10, your sonruce 
"with respect to the value for duty purposes of 
"Automotive Branded Oils in tank car lots, as 
"shipped by your Firr to Canada,- 

v You are advised from the information 
"the lowest value for duty purposes of these Oils 
liseneld to be “represented by the prices seo "tore 
"in your current price list, less a discount of 25% 
Fang elOy per sallon net. 

Hy You are requested, whilst market con- 
"ditions remain as at present, not to certify to 
"lower values than in accordance with the foregoing 
Nin the column on the invoice provided for the state- 
“ment of fair market value as sold for home consumption 
"at time shipped. 

y YOuUr Sura 

" MP Patty 2 Ou cca lieth ath 

ui | for Commissioner of Customs." 


ioomtgne, next one 1s a letter dated inemiythyotelarcn.: 93a 


from the Department of National Revenue, Customs Division, 
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i! DEPARTMENT OF N..TIONAL REVENUE 
Customs Division 


¥ Ottawa, 17th March, 1932. 
""The Texas Company, 

, uegal Department, 

" 135 Hast 42nd Street, 


“ Hey Lore No Yon 
" i Sey PAS 


i pubject: Value of Lubrisating O11. 
"Gentlemen: - 

y I have your letter of the 12th instant 
"with reference to Departmental letter of the 29th 
"ultimo, respecting the value for duty purposes of 
"importations of automotive Branded Qils in tank car 
"lots, as shipped by your Firm to the Texas O11 Com- 
"nany of Canada. 

NM You are advised that the orices set 

"forth in Departmental letter of the 29th of February, 


“are in error’ 


and that is the letter I have just read, 


? You are advised that the prices set forth 
"in Departmental letter of the 29th of Kebruery are 
Nin error, and the following should be substituted. 

a You are advised, from the information 
before the Department, the lowest value for 

" duty pur oses Of these Oils is held to be 
represented by prices set forth in your current 
" price list, less a discount of 25% and 18¢ per 
Mp gallon net. 

" Younes hieu ly) 

" ‘J. 6 0es0noLmerd 


" for Commissioner of Customs. " 


The change was from 10¢ to 18¢. The next isa letter from 
John Bain, Departmental Agent, Customs Specialist, at 


Ottawa, dated May 2éard, 1929. 
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t Ottawa, Canada 

ul May 23rd, 1929, 
RGCOs War havammsd. «ar. 

"Attorney, Legal Department, 

"The Texas Company, 

"17 Battery Place, 

NGM OP KAN UY i575). Ue 4G 2) hy 

"Dear Mr. Ray,- 
Ny Referring again to your letter of May 
"18th, I now hand you herewith copies of letters addressed 
"by me to the Department of Customs, together with 
"original of its reply, which I trust will be entirely 
"satisfactory to you. 


" Faithfulzy yours, 


" 1J; Bain. tt 


Then the next is a letter from the Department of National 
Revenue, Customs Division, dated the 2drd of May, 1929. 

u Ottawa, 26rd May, 1929. 

"The Texas Company, 

"17 Battery Place, 

M NeWeLoric hea Gs,0 Ue So ydie 


uy Subject; Value of Oil. 


"Gentlemen:- 

a Referring to your letter to Mr. John 
"Bain, Ottawa, enclosing National Selling Schedule 
"of lubricating products, effective March lst, 1929, 
"which replaces all other schedules, and in which 
"vou direct attention to the prices shown therein 
"as the retail prices and dealers' prices,- 

i" You are advised that the discounts 
“mentioned in Departmental letters of the Jrd and 


"6th instant apply from the prices shown as dealers’ 
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Lorices in your price list; the retail prices shown 
"being those to consumers. 
7 In regard to the value for duty purposes 
"of packages, you are advised that the Department 
mwLli not opject to appraisal at your purchase 
"prices, which are understood to be as show hereunder ; 
rt 15 gal. metal drums .....$1.65 each 
i OU zal’. , eT eaters hicks 10 io etl 
" 5D gal. 0 Ae bierieite Pew ol ia iah 
These values may be deducted from the 
"Value of the oil for tariff rating purposes. 
Yours) traly 
i ‘J. «w. Watson! 
u for Commissioner of Customs. 
"THROUGH : 
'vOnn Bain, Esq.., 
"56 Sparks Sf., 
POttewa, Ont." 
The next is a letter dated the 3rd of May, 1969 i romertie | 
Department of National Revenue, Customs Division, at Ottawa. 
" Ottawa, 5rd May, 1929. 
Tie texas Vompany , 
"17 Battery Place, 


Pewee mork City, 
A ae 


" 


i Subject - Value of Oil. 


"Gentlemen: 

a Referring to the interview on the 2nd 
"instant by your Mr. Ray and Mr. John Bain, respecting 
line value for duty purposes of o11 exported by your 
"Company to the Texas Company of Canada,- 


in view of the quantities imported, 
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"the Department will not object to importations being 


"appraised for duty purposes at values shown hereunder 


"F.O. B. Port Arthur, Texas and payoune, Ns Me, pending 


"further information to be Submitted. 


" TANK CARS.. 


eeaeosee¢o 


--Average published refinery 
prices plus #¢ per gallon. 


"  PaCKAGED OLLS 0% ee. Dealertal List prices less 


WiiAear load lots) 


discounts of 25-10 and 5%. 


- It is to be distinctly understood that 


""these values are tentative, pending further considera- 


"tion of this matter when further infommation is 


“available. 


" 


1 Mealy, 


MR. MACLEOD: 
THE CHAIRMAN; 
MR. MACLEOD: 


A Pothinkiso, ‘str. 


MR. MACLEOD: 


Should have these in too. 


EFFECT OF TARIFF RULINGS. 


Yours truly, 


&. Watson" 

for Commissioner of Customs." 
Is that all of the correspondence? 
Do you want to put it in? 


Is that all the eorrespondence? 


I think, to be consistent, we 


(COPY LETTERS PRODUCED HERE 


MARKED aS EXHIBIT "415", ) 


Sales by Texas (Delaware) to 


Texas Canada have in every instance been at the values 


established for duty purnoses. Consequently, we reiterate 


that, in effect, the prices payable by Texas Canada to 


Texas (Delaware) for both gasoline and lubricants have 


been fixed by the Oustoms Division of the Department of 


National Revenue; that these hase prices have already been 
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judged as fair and reeésonable; and that uny present 
examination of Texas Canada's Alberta price structures should 
start, in view of the predetermination of the fairness of 

the base price, with the price for duty purposes and not, 

as the Attorney for the Commission claims, with refinery 
eosts. Refinery costs at Internetional's Sunburst refinery 
are not only a subject beyond the jurisdiction of the Com- 
mission, but also plainly irrelevant and immaterial. 


BULK STATION SALES. 
Sales through the 17 bulk plants 


located in Alberta have been as follows; and I would like 
to submit now Table Number 84. 


(TABL™ No. 84 PRODUCED AND 
HERG MARKED BXAIBIT "416") 


SALES TO JOBBERS me lexas Canede has Also scold. tovan= 


AND DISTRIBUTORS. 
; dependent distributors and jobbers, 


Total sales since the beginning of operations have been 
as follows; and I would like to submit here Table Number 85. 


(TABLE No. 85 HERE MARK=D 
AS EXHIBIT tai7™) 


MR. FRAWL@Y: This is the only place where the 1938 gallonage 
appears, is it? 

It shows 11 months of 1938. 

And on Exhibit "416" you do rot show 1938 at all? 

We just show 1937. 

Would it be a big task to supplement that with the 1938 
figures? 

Not as to gallonage. Our report, however, and your data 
was made up on the basis of 1927, and that was the reason 
for that. 


That is true? 
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A 


-P Pr 2 


The figures themselves can be easily furnished, but the 
analysis of our business would not conform. 

But looking at Table 84, Exhibit "416"? 

We can add the one column. 

How much trouble would it be to add one more column? 

It would not be very much trouble. 

TH CHATRVAN: Well, you wildest nat? 
Pell iebe te ladsto do.4t.) Will you make a note of that. 


SALES TO DEALERS. 
Texas Canada also has SOlaydirane 


this period, to independent dealers operating retail sales 
outlets. In all instances, sales to dealers have been on 
the terms and conditions of Texas Canada's Sales contracts, 
forms 207 A and S 326, 

The number of such accounts 
from 1935 to 1938 (to November 30th) has been as follows, 
Noro En would like to submit Table Number 86. 


(TABLE 86 HERE MAFKED as 
PX BID a ea) 


MR. FRAWLEY: All these dealers in Exhibit "418" buy on 
Menges) VANES Sobahe Bway an? 

And 326, 

Ait Lent. thanks. 

o26 is a discontinued form, I believe. JI do not find any 
copy of it here. It is in that book of Exhibits which 
you have. 

MR. MACLEOD: I have not got it here, 


TH" CHAIRMAN: You think 326 is not in here? 
Well, the statement was that all these products had been 


sold to these dealers on that price, this form 207 A was... 
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Substituted for it later, 

MR. FRAWLEY: Oh, well that has not been made clear before? 
326 is the one we used when we first came here. 

So thet 207 A, we can take it, is what is being used now? 
Is what is being used now, and has been used for the pest 
several years. 

MAJOR LIPSETT: Then Exhibit "326", is it 
right to say that your sales have not been made onihar, 
[hav 1S Kiet. 

This does not include sales by your jobbers? 

No. | 


RESULTS OF OPERATIONS. 


——— 


Total sales of all products by 


Texas Canada from the date of its entry into the Alberta 
market to the mresent time have been as shawn on Tables 
83 and 84. 


MARKET POSITION. 
Statistics are not available to deter- 


mine the market position of Texas Canada on products other 
than gasoline. Its market position on gasoline for each 
year in which it has done business in silberta, however, can 
be determined by comparing its tutel sales with the total 
consumption in the Province, and I should like new to 


submit Table Number 87. 


(TABLE No. 87 HERE MARKED 
AS EXHIBIT “418% ) 


WITNESS: ' Tris Table shows the Texas 
Company of Canada's rosition of petrcleum fuels marketed 

in Canada based upon statistics given by the Bureau of 
Statistics andour own sales, from 1929 to and including 1937 
for the Dominion of Canada and Alberta, and showing the 


position of the Texas Company of Canada in Alberta. 
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Q 


MR. FRAVLEY: You could perhaps be good enough to do 

the same thing with that PAID LL, Mr. Meltabarger, bring 
it up too, including 1938? 

No, 2 cannov do’it with that, because we have not, well 

we may have it now, but we didn't have at the time, the 

Dominion Statistics sales TI can glve you our sales as 

against the Alberta tax figures. 

f think the 1938 figures are available now? 

They may be available, and we will make a note of that. 


Table 87, the same information for 1938. 


(Go to Page 10,311) 
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D. Meltabarger. : 
answers to Specifie Questions. Produetion of Crude Petroleum. 
MR. Li.CLEOD: My =tord, I may say this part of 


the evidence we tried to deal more or less specifically with 
the questions which were contained in the Gommission, 


CANADIAN PRODUCTION AND : ‘Texas Canada produces no crude 782 
PRODUCTION costs. : 


— 


petroleum in the Province of 


Alberta or elsewhere in Canada. It, therefore) ising tine 
formed concerning the cost of producing erude petroleum in 
Alberta nor does it know what the factors are which are or 
Should be taken into aecount in determining costs of produe- 
tion in alberta fields. 

Texas Canada does not now and never has im- 805 


ported erude petroleum into Alberta. 


REFINING aND PROCESSING 


REFINING IN sabBERTA, 


an 


Texas Canada is not informed con- 


~ 


cerning: 


1. Costs of refining and processing 
petroleum products in Alberta. 


2. What factors are or ghould be taken 
into account in determining such costs. 


o. How refining costs of refineries in 
Alberta compare inter se or with refining costs 
elsewhere; 


4. <Any other matters in any way involv- 
ing retining or processing of crude petroleum 
in the Province of Alberta. 


PRICES OF PRODUCTS : Texas Canada has no refineries in 806 
Pe Be Ran Meany : 


ee 


Alberta; it has not purchased re- 


fined petroleum products (except toa very limited extent) 
from Alberta refiners. Therefore, it is not informea in 


any great detail concerning the following matters: 


ia 
SN he ae } hy Moy, 


on, a 


| “2st; 
sie Aoki ont no linnd 2) fant : 


“s oe yee ie 4 ‘hae? we | | nee 
an al sents Bg poy aaa 8. on tas of — om spaobiia. aut 


ay 


eo a eansne an), alt is bot mb otew doiite bavitenwe ane 


- 


iptoreons. Rab oi r: nuns anicat a rc ‘et paar inane 
ie ch aa + 


ee 
ont a Beinn pment 
ot sei He. “ 


at 20 at ‘pisdwen te: 70: et eit ba 


a 
say a 


’ P 6 foi fhe , ~ 
i Ke A RR i ears ee ee wl we wl 4 ¢ i] 
«* ai ededtacint 
tee ithe Rye 
‘ Epsrenggss | Benes 
bia 


. 7 se SRS: Lore! Ne Bees mt L Suh ey ty %y " eon “ae? Mgaterrnonmonagiio' 


Heke a ; 
ramen ay at BS 
Teese Ry 


ast wend YE asok doc raha ds 
bnuonss Sint creme “98! cbse 
vabiely at Be hes: wioge9 


me bat 


coh. HOD Sie sA0 auxet 


AS 


suet bw “Gok ‘niloioxs ai bute: Degg 


4 


Puy ict eS ie OVAL RER 


MOREY ehaare me sale pat 


6 sa ee sHaatatias 


BT 1h 


tt jakonser ‘to” steae ie 
eared ia | es semi imo fort 9g 


VE eaten’ e Tok ie ae Cb i o as +f ie oF 
a hana he + pedaiieca Veh at? ah a3: tel ‘ ata 
ree ee | yeni 
Ah by eo, ae tORaE Fiegiecbeaaeix, 
ees dicviepigamiec! 
oe A Owes ce fog pe ed . i 1} iy : en? * 
CL ovir adel “ip as td ercet tha’ Leu 
gen Lowte: hee to ai Peano re Ge 
gies Be $e 


t Ses ors 4; , 
Grey iescae fh Bee rae 


AME 9 sndan ‘sone? 
; #4 tote 
; oa gor ae tt jaiheud De > 
it 


rat at cise oe , 
iY Dress} ie ca ma & 
iD 


‘Goa ho th, gray ot —- 


i ih aha 


S00) Ca 
C. D. Meltabarger. 


1. Refinery price or prices charged 
for refined petroleum products in Alberta. 

2. What profits or losses to persons, 
firms or corporations engaged in refining in 


Alberta are. 


d. Whether profits or losses, if any, 
are reasonable. 


4. What the fair and equitable refinery 
DrIGe Or prices should be. 


4S we have heretofore pointed out, price levels 
are established by competitive and economic forces. The 
levels thus established are so etimes profitable and some- 
times unprofitable. ‘when profitable, profits are moderate. 
Prices have not and eannot be unreasonably high and arbi- 
trary. They sometimes are unreasonably low because they 
yield no profit and often produce losses. 

Purchases made by Texas Canada from Alberta 
refiners are set forth on the attached tables. 

Q MR. FRAWLEY: I do not know, not having that 
in front of me, I do not know whether you are now leaving it. 
But I would like to question you for just a minute. You 
Say you have no knowledge of refinery costs in Alberta. 
something like that you seid? 

A, i said "Therefore, it is not informed in any great detail 
concerning the following matters," and that is one of the 
prices. | 

Q I think you said something about refinery costs. You did 
not know anything about refinery costs? 

A Texas Canada is not informed concerning costs of refining 
and processing petroleum products in Alberta. 

Q@ You bought some gasoline last yeur from lr. Plotkins? 
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Did you endeavour at all to arrive at the relationship to 
the price that you paid to him and his rerinery' costs? 

Aoi dno t. 

The sare with the Imperial Oil. You bought some from the 
Imperia Mtge? 

That is true. 

The seme thing with them? 

‘ve did not enquire as to their costs . I should like now 
to submit Table No. 95, showing the purchases made by Texas 
Company of Canada Limited from alberta reianeriesMini tne 
year 1938, listed by products and prices paid therefor. 


(DOCUMINT IN QUESTION IS Now 
MaRK=D EXHIBIT NO. "420",) 


“nd Table No. 96, which shows the source of Supply of all 
.otor fuels of Texas Company of Canada Limited including 
purchases from alberta refineries and imoortations for the 
years 1952 up to and ineluding eleven months of 1938. 


(DOCUMENT IN QUESTION Is Now 
MARKED EXHIBIT "421 ") 


MR. FRAWEY: Mr. Meltabarger, before you resume, 
would you mind going back to Table No. 95, Uxhibit WAZ0", 
sheet 1 in 1938, the last eleven months there, you purchased 
from the Imperial Oil, you see the first item, 2,962. 
gallons of kerosene at 134 cénts? 

Tie lee rishi. 

And 75,550 gallons of Turner Valley gasoline at 9 cents, 
then you appear to have paid all the way from 9 cents to 

14 cents for Turner Valley gasoline at different times in 
1938. I was wondering if that meant the »rice also varied 
with the place at which you bought it? 


No. What we call Turner Valley gasoline under that is not 
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only Turner Valley gasoline, refined gasoline, but naphtha. 
That we purchased Prrenaen at 9 cents, the product is 
naphtha. 

If that is so, go to Ethyl: It looks as if You paeiageror 
uthyl gasoline all ‘the way from 16 cents to 21-6/10 cents. 
That Ethyl is a fily’in. "We might run out of Ethyl gasoline 
at Jasper Yark, say, and while we are waiting for a car we 
might buy a truckload or something like that from then. 
That means you bought that one item A485, | galloneeoF 
athyl at 21-6/10 cents, is that here at Calgary? 

No. any place in the Province. 

That is the price at Vermilion or Jasper, or wherever it 


Might be? 


Viet serieh t. 


Importations of gasoline and distillates made 
by ee Canada from 1932 and the prices paid therefor 
in 1937 and 1938 have been as follows. I wish to 
introduce Table No. 97. 


(DOCUMENT IN QUESTION IS NOW 
MARKED EXHIBIT, "94gon, | 


This Table shows first the total gallons of gasoline shipped 
from Sunburst for the years 1932 up to and including 1936. 
In the second part, beginning with the Merj1g9S7 and 
running through 1938 for 11 months it shows the total 
quantity of each product purchased and the pricé paid by 

the Texas of Canada at Sunburst for that product. 

MR. FRAWLEY: f think you might explain the 
Expression, as it is the first time i+ appears, you say 

you buy a product called "Indian Gasoline” in 1938. What 


Ls that? 


61 


4 fare 


ly — we 
thi J mz eS | 
oti 5 " 
ie aS re i 
ea 


1 


lee? sousorsad 


wy ty nae i 


i baoown at 


kOe BELL. guar gis att + 


- 
a 


gan feet & ‘dogs to. iat ls ae 


Vy, 24 


wee stripod,e anne edt 
snl ae 


od 
Vidas l 


C. D. Meltabarger. 


A 


TOeSt a= 


It was called "Indian" because that is the brand name under 
which it is sold in Montana. It is 3ra grade gasoline of 
the Texas Company in the United States. We call it Valor 


gasoline when sold in Canada. 


WHOLESALS MARKETING De 


N 
COSTS. 


: Texas Canada's costs of marketing motor fuels 


and lubricants in Alberta during the recent past have been 
as follows. Then there is a note: For weighted average 
costs respecting gusoline sales for all Canadian stations 
and for the respective bulk plants in alberta, see tables. 
I would like to present Table No. 98. 


(DOCUMENT IN QUESTION IS NOW 
MARKED EXHIBIT "423", ) 


MARKETING COST FaCTORS. 
Factors taken into account in 


rrr rr ren ree 


determining marketing costs are the following: 


1. Bulk station expenses; Commissions, 
Depreciation, Repairs, Maintenance, Rentals, 
Taxes and Licenses. 


@. Company-owned service station ex- 
penses: Rentals recovered, taxes and licenses. 


Oo. L. & Le service station expenses: 
Rentals (difference between paid and received) 
depreciation and maintenance. 


4. Zone overhead: Salaries, traveling 
and personal exnense, automotive expense, ‘auto- 
motive depreciation and other zone overhead. 


5. Proportionate district office ex- 
bense: Home office expense, salaries, wages, 
automotive and traveling expense, advertising, 
depreciation, home office rentals and other 
miscellaneous expenses. 

These factors should be taken into account in 


determining cost because they represent the actual ex- 


penditures made by Texas Canada in connection with the 
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storage, advertising, selling and distribution of the 
rppaaees SOLGr Oye te 

In the Outline of inquiry prepared by the 
Attorney for the Commission, it is indicated that the 
Commission desires information concerning costs broken dom 
as follows: 


Ags Prices of motor fuel in Alberta 816 
refineries, 


2 Prices ot motor fuel at refineries 
outside alberta. 


Yemmerices ot lubricants, and greases. 


a5 (rrices of lubricants and greases at 
refineries outside of Alberta. 


oeuaCosts oF transporting product from 
refinery to wholesale market. 


6. Wholesalers operating cost. 


7. Costs of delivery by tho wholusalox to 
retailor where incurred. 


8. Cost of delivery to consumer buying 
from wholesaler. 


9. Wholesalers capital investment in 
Alberta. 


10. Other marketing costs involved. 


Some of the information requested in this con- 
nection is unknown by and unavailable to Texas Canada. in 
consequence, it is imsossible for Texas Ganada to furnish 
complete information of the character requested; however, 
much of the information is set forth in various tables 
attached to this and other parts of Texas Canada's Sub- 
mission, including tables next attached; 

f would like to submit Table No. 99, showing the Texas 
Company of Canada Limited changes in refinery billing prices. 


(DOCUMENT IN QUESTION I3 NOW 
MsaRKED EXHIBIT "424", ) 
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C. D. Meltabarger. 
This shows the changes during 1937 for Imperial gallons 
in refinery billing. 

Q MR. COMMISSIONER LIPSETT: What exactly does the refinery 
billing mean? 

A inat is the price we pay the Texas Company of Delaware for 
gasoline at the Sunburst refinery, the International Refining 
Company. I would like next to submit, Tebple Na. 100. 


(DOCUMENT IN QUESTION IS Now 
MARKED EXHIBIT "425", ) 


A Taveess9 sis one of the non- jurisdictional costs. Table 100 
covers the freight paid on this gasoline imported, whichis 
another non-jurisdictional cost. Next I should like to 
submit Table No. 101, Showing the Texas Commny of Canada 
Limited Marketing Results, alberta only, for the year 1937. 
That is broken down into all of its parts, showing station 
sales, station expenses, net overhead. net profit from 
sales, miscellaneous income, commissions USCcery.eue 
exchange, interest and discount and other deduce tions, 
eash discounts allowed, bad debts charged off, net from 
bulk and service station operations. “t Shows a breakdown 
Or an analysis of the district office expenses and then 
the analysis of the expenses and the bulk Stations broken 
down into commissi ons, depreciation, repairs and maintenance, 
rentals, taxes and licences. Company-owned service station 
expenses. ie & L. Service station expenses. Zone overhead, 
and proportion of district and home office overhead expense 
going aga.nst that. 


(DOCUMENT IN QUESTION TS wo 
MARKED EXHIBIT "426", ) 
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C. D. Meltabarger. 


MATHOD OF > The method of determining annual 820 
DETERMINING COSTS. ;: 


eosts as set forth in these tables 


was as follows’ By segregating from the total district 
expenses of every nature and adding together that partion of 
Such expense for each department such as district office; 
bulk station, service station, zone overhead, ete., ap- 
plicable to the sale of the products purchased or imported 
into the Province of alberta and distributed by Texas 
Canada. 


UNNECESSARY > It is Texas Canada's considered opinion 
EXPENDITURES. 


ed 


that its marketing methods are up to date 
and that its costs of marketing are as low as they can be 
made. In consequence, it is Texas Canada's opinion that 

no expenditure has been incurred or charge made which is 
excessive or unreasonable or wholly or partially unnecessary 
under existing conditions. The expenses and costs have 

not been contrary to the public interest. In fact, it has 
been Texas Canada's effort as well as its performance since 
entering the Alberta market, to reduce costs to the minimum. 
Its cost trends have been rapidly downward. 

ADEQUACY OF : It has been Texas Canady!s policy to employ 


FACILITIES. 
the finest of marketing facilities known to 


the trade. Its present facilities are adequate to serve 
its present market. As its business ihereases)! it will, 
of course, be necessary to increase facilities to meet the 821 
increased demand. 
EFFICIENCY OF : Market facilities have already been 
FACILITIES. ; 

described. )The erricienayioft these 
facilities must be tested by the use to which they are put. 


In Texas Canada's opinion these facilities are being 
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Ce. D. Meltabarger; 
efficiently employed for the following reasons: 

1. They represent the best judgment of 
the men in charge at the time in the selection 
of locations, the soundness of which judgment 
in the great majority of instances has been 
confirmed by subsequent performance. 

a. The service stations and bulk plants 
represent in almost every instance the last word 
imverticiencys insofar as adaptability for the 
ourpose to which they are to be but, both as to 
the structural and architectural design, lay-out 
and equipment. ‘Where service stations originally 
constructed have been found inadequate, and un- 
Suited to the purpose, they have Deen, iia tie 
main, rebuilt and have incorporated the letest 
ideas in development and practice in the con- 
struction of service stations and Zarages. 

5. Care has been exercised in the selec- 
tion of operators to whom these stations have 
been leased. These operators are for the most 
part men of experience and ability with sufficient 
resources to operate the stations efficiently to 
obtain the maximum volume of business in each 
community. 

4. When and as Texas Canada has obtained 
the distribution to enable it to met efficiently 
the existing demand, the company has assisted the 
operators of its service stations and independent 
dealers in securing a larger volume of business 822 
by. popularizing Texaco products through the medium 


of advertising over the radio, in newspapers and 
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C. D. Meltabarger. 
on billboards. 

5- The company has maintained in the 
Province of Alberta a service station man who has 
had charge of the Supervision of service stations 
and whose duty has been to keep in touch with the 
latest and most Successfully used methods through- 
out the North american Continent for the huilding 
up of business and to give business building 
service. This supervisor is required! to: bei n 
constant contact with the Operators of service 
stations and dealers and to counsel them coneern- 
ing ways and means of improving their service, 
modernizing their equipment and thus increasing 


their volume of business, 


4 combination of the above factors has assisted 
in building for Texaco products a widespread demand. This, 
in turn, has greatly assisted in cost reductions and in the 
lowering of prices. as we have previously shown, reduc- 
tions in costs have been passed on to the consumers in the 
form of price reductions . 

Since Texas Canada commenced doing business in 
Alberta, prices at which it has sold its products have 
trended downward. This price performance has been possible 
in spite off increasing fixed charges, particularly taxes 
and wages and because other costs have likewise trended 
downward. 


PRICES OF REFINED >; Texas Canada's wholesale prices) ror 
HTROLEUM PRODUCTS. : 


Set 


motor fuels at all points of dis- 


tribution, of automotive lubricants, of automotive greases 823 
and of industrial lubricants and greases as of December 


1938 are set forth on the schedules next attached. 
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C. D. Meltabarger. 
Then I should like to submit Table No. 102. 


(DOCUMENT IN QUESTION IS NOW 
MARKED EXHIBIT "427", ) 


A attached to No. 102 are the December, 1938, prices of 
gasoline at all Texas bulk stations in Alberta, the prices 
of all grades of gasoline and kerosenes and distillates 
sold there. These prices are subject to 1 cent per gallon 
oxclusive dealer's discount at the time of sale, when made 
to a 100% dealer. Attached to this schedule are our 
lubricating oils and greases Bcnedibe: #rormurCss wacens 

Q THE CHATRMAN: This 102, that is the price to 
the service station? 

A That is the price to the service station or the retail 
dealer. I think this schedule should be made Dart of) 1a. 

Q MR. FRAWLEY: That is the Imperial Oil Company's 
price structure at those points? 

#&  €171i do not know that. I suppose it is. It is our prices. 

‘et Now, Mr. Meltabarger, do you just mean you do not know 
that it is. Surely you know that is the Imperial Qil price 
structure? 

A There have been times when the Imperial Oil price structure 
has varied from ours very SONSIGerep ly. 

Q Well, perhaps it is not. Unless this is an undue interruption, 
let us see whether it is or not? 

A This is our price structure on Decembor 1938. ‘“e compiled 
these figures. Whether it was theirs at that date at all 
points I cannot say. 

TH: CHalRMAN: cet us get this marked then ag 
part of Exhibit "427". You say it should have associated 
with it what, Mr. Meltabarger? 


4 Form 10S 328A for the west. The selling schedule of 
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motor lubricants. 

Yes? 

Page 825 to 824 inclusive. 

All of these, you Say, Should be part of that Exhibit? 
Vesymioin. 

What, again? 

Pages 825 to 834 inclusive, 

MR. FRAWLEY: I do not want to pursue this. 

I thought it was accepted and agreed but if it is nt I 
would like to purme it with you for a moment. Do you say 
you have no regard whatever to the Imperial's posted tank 
waggon prices at the points where you operate balk stations 
when you fix your prices? 

we may or we may not. 

in facet in the year 1938, without becoming too historical, 
did youor did you not follow exactly the Imperial Oil tank 
waggon structure? 

Well, inevitably all prices for comparable products, as Mr. 
Saunders explained, and the reasons therefor, (musty belthe 
same, or approximately the same. 

Or approximately the same? 

That is one of the functions of the competitive system. 

We won't permit the Imperial or anyone to undersell us 

On comparable products. 

and they won't permit you to wundersell them? 

No, and they could not oversell us and hold their business 
and consequently they would not over a period of time. 

I simply suggest to you there is no use taking the time of 
the Commission to go bhrough “youre soy wbu tier Suggest to 


you that the tank waggon price on Fire Chief gasoline at 
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C. D. Meltaharger. 


&) 


the 17 points in Exhibit "427" is exactly the tank waggon 
price that the 3 Star gasoline sells at on Exhibit "257", 
the IMperial Oil Company's price list. You would not be 
surprised if you found they were identically the same? 

No. 

oney "are Ddentical7 

They might not have been at that particular time. No. There 
was a time when we reduced the price 1 cent a gallon when 
the tariff was reduced. The Imperial prices were 1 cent a 
gallon out of line with ours for about a week. There might 
have been other times, I do not know. 

it do not know of any and I am glad you mentioned that. 

MR. MACLEOD: ourely if you have thesevfigures, 
VOUV Cane Le ds 

THE CHAIRMAN: We can compare them. They are 
both in. If they are the same, all right. 

I wouldbe surprised if they were not the same. 

MR. FRAWLEY: Sure. 


PRICE TRENDS. 
It will be seen from the price schedules 835 


and tables showing tank wagon prices prevailing each year, 
for which we have accvrate information, and other tables 
in connection with costs, wholesale prices and retail 
prices, that prices of petroleum products since Texas Camda 
commenced operations in Alberta have trended downward and 
in some instances drastically so. 

The wholesale price history of the products 
marketed by Texas Canada is as follows: 
I snoulad iike to present to start with Table No. Toa: 


(DOCUMENT IN QUESTION IS NOW 
MARKED EXHIBIT "428", ) 


a 


ath 


«TOR 


= 
As i 4 es re er 


teite: oberg 


Ch TivOw 


p Shee a ai igo fae ion fr eer et ed 


ies 


Toss a6! (Ad bos 


ng 
eolTtg 


‘enoltsitage Seon sam 


Th BS inated “noe 


‘ ry re} s 
‘ 6 


tae a 


Geneaeay nie 


T-3 
13a 
-10 ,324- 

C. D. Meltabarger. 

& Now, just take one station in that connection, Banff , 
for example. Fire Chief gasoline on September Leth, 193635 
sold tank wagon at 25 cents, and on December diyatd oes s 
the same product sold to dealers at 18.6 cents. or a 
reduction of 6-4/10 cents. 

MR. FRAWDY: What point are you making about 
that? 

A This table, Mr. Frawley,illustrates or tabulates the 
information carried by this general statement thatprice 
schedules and tables showing tank waggon prices each year 
for which we have accurate information in connection with 
costs, wholesale prices and retail prices, that prices of 
petroleum products in Texas Canada commenced operations 
in Alberta have trended downward and in some instances 
drastically so. 

Q All these changes were made in the postings by Imperial O11 
with the exception of one you made as a result of the 
taking off of the duty, which is probably the one that is 
dated 2-53-36. Is that it? 


AWENGT Sit. 


Table LOS? 
#& No. 
Q 6-8-36? 
en One it's 
Q Which one? 
A Well, I have not a good enough memory to give you the 


instances where we have reduced prices, but we have done it 
in many instances. 
SUNS eS bi, L7OO.L 


A Wnenever we think a price at any point'is’ out of Line to 
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tributary points we make a reduction in our price and 

they naturally have to follow it if they ere. going’ to hold 
their business. 

IT would be interested in knowing, and you might supplement 
your evidence by filing a statement or addressing yourself 
to it to-morrow more particularly, the number of times, 
starting with the first of the year, 1945, that yourrsconrmw any 
reduced the pested tank waggon prices? 

I cannot give you that information. 

You cannot? 

I am giving you, before we get through here, Table 

showing the changes in tank waggon prices, whether we 
initiated them or whether they initiated them, or whether 

the British American initiated them, or Mr. Plotkins. 

In fact, Mr. Plotkins has been responsible for more revision 
in pricés probably than either of us. 

Not forgetting Mr. Mayland for 3rd structure gasoline. 

I am only interested in the ones you instituted, though. 

I cannot give you the reasons we instituted them. I am 
giving you the date we instituted them and I am giving you 
the details showing that. But I cannot tell you whether we 
did it before somebody else did it or not. 

f am interested in the ones you initiated? 

I cannot give you that information. JI have a memory of Just 
one case because of the peculiar circumstance. 
That is the only one I know about? 

Well, I showld not expect you to know. 

I am talking about tank waggon prices? 

In connection with this Exhibit showing the downward trend 
of prices of gasoline, we have also our western selling 


schedules, which adply in Alberta, to cover lubricating 
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products. Pages Nos. 888 to 856. 


MR. MACIEOD: Mose form part of Exhibit '428"9 
THE CHATRMAN : Mevraremipo corm part of ixni bit 
"A289 


Yes, showing the prices on Texas lubricants from 1928 dowm 
to the present time. 

What pages again, please? 

858 to 856. inclusive. 

MR. COMMISSIONER LIPSETT: They cover the same period? 
These show our lubricating oils and greases schedules in 
Diberte weuuanply ln oklvemiow trom vune 1st,. L928 to..Juns , 


1938, inclusive. They are part of Exhibit "428". 


(Page 10,327 folloys. } 
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KLASONABLLNESS OF ; These prices, as previously demon- 857 
PRICES © : 
strated, have existed in a con- 


petitive market. Practically every year since Texas 
Canada entered the ilberta oarket, its operations have 
been unprofitable. From Texas Gane da'ts point of view, 
therefore, prices have been unreasonably low. 


NECLSSITY OF > The outline of inquiry indicates 
INVESTHLNT ITS. 


as 


: that the Commission desires answers 


to the following questions: 

be Wis any plant or equipment or other in- 
vestment used in wholesale warketing un- 
necessary? 

&- Should any plant, item of equipment or 
item of investment be disregarded in arriving at 
fair and equitable prices to be charged by 
wholesalers? 

In responding to these 
questions, Texas Canada can speak only for itself. It 
has no knowledge or information concerning the operations 
of its conpetitors other than its representatives have 
been able to observe and consequently it will restrict 
its comments to its own operations. 

The plant, equipment and 
investment used by Texas Ganada in wholesale marketing 
in Alberta and the methods of using these facilities 
have already been described. khach plant, each piece 858 
of equipment and euch iten of investment has been 
made in response to Texas Canada's deliberate judg- 
ment of need, when the need therefor no longer exists, 
the facilities will be abandoned. That condition has 


not so far arisen except in a few instances. Con- 
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sequently, it must be obvious that in the opinion of 
this company each plant; each piece of equipment and 
each item of investment that it has made has been 
essential for proper and efficient performance. WNat- 
urally, this being the case, the enterprise will be a 
profitable venture if and only if prices are such that 

& reasonable profit can be earned on the investment MACE 
Under the profit system, prices are fair and reasonable 
when the enterprise is reasonably profitablc. All items 
of investment, unless clearly reflective of serious er- 
rors of judgment, should be taken into account in arriv- 
ing at fair and equitable prices. However, since prices 
are made in a competitive market by the operation of 
economic laws, items of investment are not determining 
factors in price making, although such items, of course, 
must be considered in determining profitableness. 

When economic forces produce low prices. an enterprise 
usually will be unprofitable. In such periods of un- 
profitableness, investmonts are usually curtailed. When 
prices reflect profitablenoss, expansion of facilities 
usually follows, if demand for a seller‘s commodities 

is likewise oxpanding. 

EVen when a venture is 
presently unprofitable, increase of investment and ex- 
pansion cunsistent with necessities for meeting an 
expanding demand is required. This is particularly 
true where long range indications are that the enter- 
prise in all likelihood in due course will become a 
profitable venture» On the other hand, investments 


made sometimes seen wise when judged from short range. 
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3 
Beoause of conditions that arise thereafter, it may be 
that such investment will prove to have been unwise and 
unnecessary. However, in the judgment of Texas Canada, 
this has not been the case so far as this company is con- 
cerned. 

Then; too, 2tese quive 
possible in @ competitive market that investments mado 
by one competitor involving construction of more efficient 
and better facilities than theretofore existing in the 
market would render the vacilities of another competitor 
unnecessary. Whether this has been the case in the Prov- 
ince of flberta is a question that Texas Canada is unable 
to answer, 

Each of Texas Canadats 17 
bulk planta in the Province of alberta in 1957 involved 
investment, rendered services and made profits or suf- 
fered losses indicated in the annexed statement, and I 
would like to introduce Statement number 104. 

(STATHELNT TABLE NO. 104 

PRODUCLD AND mahkiisD AS 
GRUNGE ETE Y 

On this statement, due te 
the fact that in photographing statements, they will not 
photograph in colour, we have underlined the red figures 
representing losses. On your statement, the typewritten 


statement, it shows that in rea anyway. 


PROFITS aND LOSSb5. : . ; . 
The outline of inquiry also sug 661 


gests that the Commission desires to be inforied as to 
what the profits and losses resulting from markcting 
at wholesale now are and whether or not profits, if 


any, have been reasonable or unreasonable. 


4 


a . 

see 

ag 

ee be “4 
é ‘ 


ee 
txt 
a) 
a 
< 
aes < 
oS 4 
- ei 
nee 
~ 
5 % 
— : 
a 
ttre aie 
ee ae 
~ r a 


-4 

sp 
ow 
“« 


Die hg: 


fis 
aby c 
= <a 
A os 


oe 2 
me : 
: 

ae ate 
ie cB 
- : 
. 

~~. 

~ 3 


>> 
” : 
. 
° 
P 4 
poet ben 
. 
- 


e 
. 
, 


De ache 


Sr 


- +t 
oe ne 
he 


C4 
4 


FA 


C. D. Meltabarger  ibesttnn 


Since 1931, Texas Canada 
has performed as follows, and I should like to intro- 
duce Table number 105. 


(TABLE 105 PRODUCED AND 
HLiGs MaARKED EXHIBIT "430"). 


WITNESS: This table carries three 
columns, one the year, second profits, and third losses; 
with the exception of the year 1936, showing a profit of 
¢1,822.58, all the others show losses. 

MRo FRAWLEY: Will you explain that 
phenomena in 1936? 

I cannot offhand, in the figures covered by this state- 
ment » 

wiAJOR LIPSutt: Is this table 105) the 
entire operations of the company as distinct from the 
bulk stations? 

That is the entire operations of the company, yes, that 
will be our losses es reported to the Income Tax Depart- 
ment o 

Well now in Table 104 where some show a profit and some a 
loss, is that---- 

Well that is ithe bulkestatian itself. 

Is that related to the turnoever or are there other 
factors, why one station should have less profit or run at 
&@ loss? 

Well it might be due to other things, firstly, an abnorm- 
ally low price as in Calgary for example or it might rep- 
resent in relation to the number of gallons sold When 
depreciation and taxes and all are taken into consider- 
a@uilon; or it may be due to the low price or high price. 


Or not sufficient volume? 
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A That is much higher cost based on volume. 

Q Now the column in Table 104 dealing with rate of dep- 
reciation, is that the rate which you have in fact 
charged? 

rf) That is the rate of depreciation we have charged against 
that investment, 5 and 56/100 percent, that is because of 
the particular type of construction of that station, a 
bulk plant covered with galvanized iron and steel tankage 
and.so0 ;forth) and that is the rate of depreciation set up 
against that particular year. 

@) From the point of view of taxes, you do not need to write 
off anything more on account of the results I suppose? 

A That is our rate of deprecietion; whether that is the rate 
allowed for the Income Tax Department, I do not Know, but 
that is our rate of depreciation; in other words that would 
depreciate those properties in about 16 or 18 years. 

& and as I say if the Dominion Government did allow you any 


other depreciation it was not necessary to use that? 


4 dell we did not use then. 
G MRe PLOTKINS: lire tieltabarger, when you 


sey the low price in Calgary compared to elsewhere, what 
you really mean by that--~« 

A Well so far as we are concerned shipping in, this is the 
refinery base point. Lethbridge may not be or is not, 
consequently we may not be working, Calgary, Alberta, was 
in one sense abnormal for quite a long time as you know. 

Q Yes, now is it not because your shipping point being Sun- 
burst you might, because of the present freight rate, re- 
ceive a relatively higher spread in Edmonton than you 
would in Calgary for instance? 


A Quite sO. 
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I wanted the Commission to understand that, that it was 
again the mechanism of prices Changing when 1t cones to 
your vompany? 

MAJOR LIPSLTT: But I thought, tir. ijelt- 
abarger, the prices generally were Calgary prices plus 
freight? 

That is right. 

Then there should not be any different spread in sgdmonton 
as against Calgary? 

well a lot of products are sold in Galgary and not sold in 
Edmonton, in fact due to the raw naphtha coming out of 
Turner Valley in large quantities; various crudes of 
gasoline being sold by different producers and refiners or 
processors and just as I stated, Calgary was in one sense 
subnormal for quite a long while and it just happened 50 _ 
far as we are concerned in our over-all picture, it seems 
to be subnornmal. 

ute FRAWLEY: What do you mean when you 
say “subnormal", when was it ever. subnormal and is it sub-= 
normal now, what is the norm? 

Well the norm would be the price in relation to all other 
points I suppose but that was Calgary as a basge-<-- 

Why should it be the base, because the price fixing ref- 
inery ols here? 

I am not objecting to the base. iow they ship out of 
Calgary to Lethbridgeg--- 

Yes? 

With Calgnry as the base price we ship into Lethbridge 
North and they ship into Lethbridge South and that might 


give us, using Calgury as the bese an advantage thut we 
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would not mve in the City of Calgary. 

Q That is right, you have the cost, the laid down cost at 
various points of Coutts plus the freLents 

a That is correct, Sunburst. 

Q Or Sunburst plus freight? 

4 Plus duty---- 

Q Yes, but it starts Sunburst as your base for your laid 
down cost of course? 

di Yes. 

Q But for your prices, you use the Imperial Oil's prices 
which are Calgary plus freight, and that is also true, 
PS tho poo te 

di That is our basis. 

Gy Because in Lethbridge you use the lmperial's tank wagon, 


Which is Calgary plus freight? 


is wo, I did not say that we used the Lethbridge tank WaZONe 
Q WHhIiCMmieeCalgary plusyireient, ts it. orsieeitunote 

va tu Mey Dew,suor it may not be. 

G No, no? 

L I do not think that anywhere in jlberta is Calgary plus 


feeight, it is all subnormal. 

GQ. With the exception of the Southern Alberta freight, it ig 
all Calgary plus freight, is it not? 

£ No, I would not say that. 

Q WELL NOWese cece 

& I would not say that. Compstition may make it less 
than Calgary plus freight. 

() well now, I am just, I am putting my question to you 
as l am instructed, I suggest to you that with the 
exception of Southern Alberta, which may come to Claresholm 


on the Macleod line, and to Vulcan on the Lethbridve- 
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Aldersyde line, I Suegest to you that every other solace in 
Alberta is Calgary plus freight, with the single exception 
of Edmonton which is 2/10 of a cent less than Calgary plus 
freight, now as a man marke ting all the gasoline you are’, 
an Meriter. or em T not? 

A "ell, that’ would be necessary, it would be necessary to 
check each town. Now, I know nuthing about towns outside 
of our own bulk plant areas. 

q Take the only ones in which you are interested, that is, 
Thess]. points? 

A I cannot answer that specifically either. I know this, 
that there may be instances, and it may apply to all 17 
for all I know, where competitive factors, the necessity 
of meeting competition would’ require a lower price then 

Calgary plus freight. 

Q Polya siGniy asking. IT want to déal with actualities, 
and [ am told by Mr. Cottle and those who have studied it 
Coroiuity. ands [ would tike you-to know andy... sir. 

va I think you should get that information from someone who 
knows. 

Q, Can you contradiot it then, I suggest to you that that 
is precisely the fact, and can you contradict that? 

A i say 10 may or may not be true. I was going to cite one, 
but it was in Southern Alberta. 

Q Can you give me one, you have a very limited number of 
them, I think it is worth while? 

A It would be necessary to put the price of Calgary plus 
freight on each point and then compare that with the 
,prevailing tank wagon, and I hive not those figures. I wiil 


tell you what the prevailing tank wagon is, but I cannot tell 
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Oo - O & 


Peete — 


you that that is Calgary plus freight. 

It is idle to question you any further then, but I 
Lelliwour that isso, .and nowt sugsest to you, assuming 
that is so, that the price structure except for Southern 
Alberta, is based on Calgary plus freight, which you 
follow, you follow the Imperial's price structure at each 
of your bulk pointe? 

We do not. 

YOwedeendt 7 

NO 

Will you give me any exceptions to the Imperial price 
structure of standard gasoline, any exception? 

Iam not saying that our price structure is not the same, 
but we do not follow the Imperial price structure. We 
follow competition. Necessarily so, and maybe Imperial 
does, too. I know many instances where they have to follow 


eompetition, and their price structure 1S5......-s. 


_I am not going to get into tweedle-dee and tweedle-dum 


with you, they are the same, your tank wagon prices are 
the same? 

Inevitably over a period of time they must be the same. 
And today they are the same, and the prices we have peen 
speaking about, they are the same? 

Notoin all, cases. 


Now, can you give me an instance then that it is not? 


Barons, Alberta. 


Barons, Alberta, all right, that is, where is that in relation 


to Vulcan? 


South. 
And I included south of Vulcan and south of Claresholm? 
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A You asked me to give you an instance. 

A} Give me an instance Worth of Vulcan? 

A I do not recall any at the moment. 

Q IT put it to you that there are not any, and I suggest 


to you that they are the same, now can you give me 
any exception in your 17 points north of Glaresholm 
and Vulcan? 

ie No, I cannot, because I do not know. 

q rell tien, J put it to you again’ thet your selling prices 
are the same as Imperial’s at those points, but there is 
this marked difference between yours, your stations and 
theirs, your laid-in costs at all your points are Sunburst 


plus freight, and the Imperial Oil's is Calgary olus 


freight? 
A The last part of the statement is correct. 
G And yours,is, Sunburst plus freight? 

Yes. 


Then both parts of my statement are correct. 


Se £ 


But the first, that our price is the same as Imperial'ts, 
they may be the same, both prices may be the same, theirs 
may be the same as ours, or ours may be the same as theirs, 
or both of them may be the same as Mr. Plotkins'. 

I say they are the same, that is all? 

They may or may not be. That depends on whether they 

Wish to meet « competitive situation in that particular 
cominunity. 

q I am talking about the facts today, I put it to you they 
are, the, same: 


A In most cases, they have to be, and ultimately they all 
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Yes, they may all be? 

Yes. 

Then we have it that your prices and the Imperial's are 

the same at those points, but the basis of arriving at 

the prices is, of the cost, of the laid-in oust is different, 
PSE not? 

Surely, now I would not say the basis of arriving at it 

is the same, the laid-in cost,may be the same but the 

basis of atriving at it would pe different. 

AVL Pight? 

The years covered by this 
statement were for the most part depression years. In 
addition, Texas Canada has had to market its products in Albertu 
at a serious disadvantage. It has imposed upon it under 
tariff laws, fixed charges not imposed upon many of its 
competitors. In addition, the prices at which it must buy 
its products for resale in the Dominion must be not less than 
the fair market value in the home market, as determined by 


the Departmert of National Revenue, Customs Division, of the 


Dominion. 
These factors have to some 
extent been responsible for the losses resulting from Texas 


Canada's Alberta operations. 


MARKETING OF REFINED PETROLEUM xr RODUCTS 
AT ASTAIL 


TEXAS CANADA >; Texas Canada has not and does not now 


NOT A RETAILER. 
engage in the marketing of petroleum 


products at retail. 


MARGINS. 
It has sold its products at wholesale at prices 


which have yielded the following gross margins to retail 


operators, and I would like to submit Table 1C6é showing 
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since 1933 the eéross retail margin based upon the tank 

wagon in respect to retailers in each of the 17 bulk stations 
of the Texas Company of Canuda Limited. There are 2 sheets 
tO This t. 


(TABEL No. 106 PRODUCED AND 


Heas MARKED EXHIBIT "431 #} 
WITNESS : This is the apparent margin 
the dealer would make in purchasing gasoline at that bulk 
plant at the time, on the date set; in other words, the 
difference between his cost, the tank wagon price and the 
fetailL%priceycontrolling at that time} 

Texas Canadats informatim 
as to dealer margins is very heager as Texas Canada does 
not fix such margins and therefore has never attempted to 
keep any record thereof. The foregoing table incorporates 
all the information Texas Canada has on this subject and 
while it) is believed to be accurate, it is, of course, 
possible that it is in some particulars erroneous, and we 
have left out some uf the figures because we were unable 
to obtain them. 


COSTS AND PROFITS, 
; in any event, these margins have 


included the operating retailer's cost and net profits, 
if any. Texas Canada has been advised that the following 
factors are now taken into account by certain retail opera-~ 
tors in determining costs: 
1. Cost of ownership where the outlet is 
owned by the dealer himself, which includes in- 
terest on the investment (or interest necessary 


to pay off money borrowed to build the outlet). 


2e Depreciation. 
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Se Taxes. 

4. Labor. 

ebb etc On 

6... Heating. 

7. Maintenance and repairs and general 
overhead, 

&. “vaporation losses. 

9. Insurance. 

Texas Canada has also been 
advised that all these factors should be taken into account. 
in determining retail costs because the retail outlet, to 
continue in existence, must return frnm the Operation thereof 
a sufficient gross profit to cover all expenses necessarily 
incurred in the efficient operation thereof, plus a living 
wage for the Operator. If this be not the result, bankruptcy, 
of course, will ultimately occur. 

Texas Canada has built, ar has 
had built for it, several service stations. All these service 
Stations are leased or licensed to independent operators ant 
are operated by such independent merchants. 

It also has leased certain 
stations. These company-owned and leased stations lve 
operated with the followimg results to Texas Canada, and I 
should like to produce Table Number 107 and this Table shows 
the results tov. the Texas Company of Canada insofar as 
costs and rentals are concerned of the operation of 
cOmpany-owned service stations in Alberta, showing first 
the station, second, the capital investment, and the rate 


of depreciation charged. 


(TABLE No. 107 HER® PRODUCED 
AND MARKED AS EXHIBIT "432") 
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WITNESS: In the case of the Banff 


- _- 2 


station, $1,218.00 shown as rental, we leased that station 

first and then bought it about two years ago, so-that will 

not show again. The next colum shows the facilities employed 

and "G" means a garage and "S. S." means service station. 
The services rendered are 

distinguished by letters, By Dy 050s Se) aha. aemanc they 

are broken down at the bottom; services rendered at! 

automobile agency, "b" general repair service, "“c as -and 

oilesaless "a"! (Lubrication and washing, "e"™ storage and 

"rf" lunch counter, some or all of those services are 

rendered at each of those points. 

MAJOR LIPSFTT: Those are all stations? 

We own them and rent them to an independent dealer. 

They are all rented out to these dealers? 

That is right, and this fourth column here shows the 

amount ofrental received in that particular year, which 


was 1937; now Table Number 108, I wish to introduce. 


(TABLE No. 108 PRODUCED AND 
MARKED AS EXHIBIT @as5") 


WITNESS: This Table shows the sales 
results so far as gasoline, kerosene, lubricating oils 
and greases are concerned, in the operation of those stations 


by the dealers to whom they were leased, and Table 109 I wish 


COeaivrodcuce. 


(TABLE No. 109 PRUDUCED AND 
HERE MARKED AS EXHIBIT 444") 


WITNESS: This Table 109 shows the results 
of the operation of the service stations insofur ae cost to the 
company is concerned, less rental received, showing the 


profit and loss of that station, covering stations leased 
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and licensed by us to operators in the bulk station area, 
the 17 bulk plants. operated by the company in Alberta. 
Calgary, for example, we have 11 stations served by that 
bulk plant. ‘“e paid a totel rental of 94,C42.74 and we 
collected a rental of 5,221.22, and absorbed %821.52; we 
lost on the price of those stations in the year Tor wiich 
this covers a total of $4,709.89, 
Q MAJOR LIPSETT: Then you mention those losses, Mr. Meltabarger, 
in that Table and in Table 107, just take 107 first? 
A OFS comnany-owned stations only. 


Yes, now you simply rent those stations, doa you not? 


A How do you mean - we rent them to operators? 
Q Lease them to operators? 
A Yes, and some of them we leased franowners ourselves, and in 


some cases we owned. We have two kinds of stations, those 
we OWn and those someone else owns that we lease, and we 


have all uf them and lease them out to independent dealers 


to operate. 


(Go to Page 10,342) 
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MR. COMMISSIONER LIPSETT: ‘Why do these stations show 

a loss? You take the Bassano station there in Table 107. 
You bought that station and leased it to somebody? 

Yes, we have two stations at Bassanoe 

fable 1077 

107. 

You buy those premises and you lease them out to an 
agent? 

yes.) oir. 

MRe MACLEOD: Not an agent, a dealer. 

MR. COMMISSIONER LIPSETT: A dealer I mean? 

Yes, voli. 

Why does that show you a loss? 

We have an investment of {7,416.60 in that station. 

Yes?. 

We pay taxes, so much taxes on it and we have to keep 
it painted and repaired. ie have depreciation of 5.56%. 
Because of conditions that prevail in Bassano and the 
amount of business that they can do in the garage and 
storage and operation, we were only able to collect from 
that station $36.68 during the year. It cost us to 
operate it somthing ower $600.00, to own it »600.00 and 
some odd dollars. 

That is depreciation and return on your capital? 

No, we have no return on capital set up against that at 
all. Only depreciation. No return on the investment is 
set up in the oxpense. 

That is a similar case to somo of the Imperial Company's, 
cases whore Mr. Frawley put it that they were bonusing 


or giving coneessicns of some sort to the dealer? 
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No, we do not do that. 

Vell the loss of this amount was absorbed by the Company? 
That is right. 

Put it that way? 

Yes. oir. 

THE CHAIRMAN: Now you went to put in 

Table Noe 110. 

Yes, the next Table is 110. 


(DOCUMENT IN QUESTION Is NOW 
MARKED BXHIBIT "435". ) 


While Table Noe 109 shows the results of the operations 
of all of our service stations from each of the 17 

Bulk Plants and Table 107 shows the cost of owning and 
opers ting stations owned by the company, Table 110 
shows the results secured from the operation of our 
leased service stations. That is stations that we do 
not own but lease from others and lease out to operators. 
Individually segregated. 

MR. MS CLHOD: And these results are those 
contained in Table 76 as the composite picture? 

Yes. 


THE CGHAIRMSN: Then we will rise. 


( At this stage the hearing was adjourned until 10.00 4.M. 
June 30th, 1939. ) 
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GISLATURE, LIBRARY 


Wl ge Province of Alberta 


IN THE MATTER OF THE PUBLIC 
INQUIRIES ACT 
—and— 

IN THE MATTER OF a Commission, dated the 
12th day of October, A.D. 1938, to inquire 
into matters connected with Petroleum 
and Petroleum Products 


Commissioners: 


The Honourable MR. JUSTICE McGILLIVRAY 
(Chairman) 
—and— 


L. R. LIPSETT, ESQ. 


Session: 


CALGARY, Alberta___ June 30th, 1939 


VOLUME 


CMD BX 


VOLUME 91 - June Ss0th, 1939 
WITNESS : 


Cecil D. Meltabarger, recalled... 
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Table No. 111 - Texas Company of Canada - 

Present Retail Selling Prices including 

7 cents tax in localities where Texas 
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EXHIBIT 437 
Table No. 112- Texas Company of Canada - 
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EXHIBIT 438 
able No. 113 - Texas Company of Canada - 
Importations of Lubricating Oils and 
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EXHIBIT 439 
fable No. 114 - Texes Company of Canada - 
Dealer Schedules on Lubricahis, exelusive 
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EXHIBIT 440 
Statement produced by the witness 
Meitabargcen showi se Cost of Tetra- 
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Refining Company in the manufacture of 
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Table No. 115 - Texas Company of Canada - 
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10.:00 ae m. Session 
June 30th, 1939 


Fe fF F&F © 


CiCIL D. MELTABARGER, having 
been recalleds 
THR CHAIRMAN: You had just put in? 
Tale Mo. L100. 
Yes @slaole 210, Exhipit "435"9 
Yes, 

873 

ADEQUACY AND HFFICIENCY : The question whether or not 


OF FACILITIES. 3 
: retail marketing facilities 


are adequate and efficient requires consideration of 
factors and facts not elways appreciated by some observerse. 
No effort will be made by Texas Canada to answer the 
question in respect of all service stations supplying all 
the markets in the Province. However, it may be stated 
in passing that if by "adequate" is meant "whether or 
not the people of the Province can conveniently obtain 
gasoline when needed" the answer seems obvious that retail. 
marketing facilities are adequate. This company's answer, 
however, will be confined to the retail marketing 
facilities through which its products reach the consumer. 
The stations that this 
company has erected for the distribution of its products 
are in practicelly all instances the latest type of 
service station, capable of performing the services 
motorists require and want. In order that such stations 
may be as efficient as it is possible to make them, the 
compamy employs a service station supervisor, who renders 
advice to the operators of the stations in this connection. 
4s improvements in retail marketing develop, the service 
station operators are advised of these improvements and 


usually adopt them. LU De, .Unerer ore, noursopinion, 
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874 
that the retail facilities through which Texas Canada's 
products are marketed are for the present (based on the 
presently existing demand for service) both adequate 
and efficient. 

875 
RETAIL PRICES OF : Texas canada has not and 


REFINED PRODUCTS. 
does not now market at retail 


in Alberta and consequently has not established and does 
not now establish retail prices, either on motor fuels 

or lubricants and greases. It, of course, keops itself 
informed of the existing posted reteil prices of petroleum 
products in the markets where it operates. Posted prices 
in each of these markets in December, 1938, were as 
follows; and I would submit Table No. 111 showing the 
reteil prices at each of our 17 Bulk Flants for the threoa 
products Ethyl, Fire Chief and Srd Grade. 


(TABLE NO. 111 PRODUCED AND 
MARKED EXHIBIT "436", ) 


MR. FRAWLEY : Mr. Meltabarger, take Calgary, 
24% cents, 3rd Grade, Table 436 -- 

THE CHAIRMAN: That is Exhibit "436", 

MR. FRAWLEY: Exhibit "436", I am a little 
bothered about that figure, the retail selling price at 
Calgary ex tax is 20 cents or 27 with tax, as you show 
it, see that figure? 

Yes. 

And the 3rd Grade is 24% with tax or 17.7 without tax, 
ts that right? 

17.5, that was our Srd Grade Gasoline. Wow there are 

a lot of 3rd Grade gasolines being sold at lower prices. 
That is just the interesting thing that I wanted to 

find out. I do not know whether I should stop and take 
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the time to do it now, but you are selling 3rd Grade 

gesoline, at least your agents are selling 3rd Grade 

gasoline at 17% cents ex tax in Calgary? 

They were in December 1938. 

Yes, could you quickly refer mo to your posted tank 

wagon prices, yes, here it is in Exhibit "428", that 

does not scem to go down far enough, would you mind 

looking at Exhibit "428"? 

I have it. 

Ths lest price you have there is 12-1-38, what is 

that, is that the first of December? 

Yes. 

The first of December 1938? 

Yes. 

Well was your tank wagon price on third structure 17.1 

and the retail 17.5? 

Our tank wagon was 14 cents on December lst. 

14 cents I mean? 

Yes. 

And the retail 17.5? 

That gives the dealer tho 3: cents. 

That is it, 3% cents? 

Margin, that is it. 

I am sorry to have taken up your time. 

MARGINS. 3 we 
: Retailer's spreads, i.e., 

the margin between the cost to the retailer and the 

retailer's selling prices, in the locality where Texaco 


products are marketed, have already been set forth tn 


table 106. 
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In December, 1938, these 
Spreads, or margins compared with margins existing 
elsewhere as follows; and that was an Exhibit and 
then I,wish.to file as an Exhibit Teblke No. 112 
Showing the undivided dealers Spread, Imperial Gellon 
On house brand gasoline, that is Fire Chief and Sky- 
Chief. 


([45LH NO. 112 PRODUCED aND 
MArkiD &S EXHIBIT "437") 


This gives the comparison 

of dealer's spreads in Calgary with dealer's spreads 
in other parts of Canada and some of the principal cities 
of the United States showing that on a similar basis that 
the retail dealer in Calgary is getting a lower ma¥rgin 
than the retail dealer in the United States on the same 
products for Imperial Gallon; while the retail dealer 
in Calgary makes a margin of 4 cents per gallon the 
retail dealer in Vancouver gets 5, Regina 4, winnipeg 4, 
Montreal 3%, New York 4-9/10ths, Chioago 5-3/10ths, 
Houston 5-4/10ths, St. Louis 4-8/l0ths, Atlanta 4~8/1lOths, 
Los Angeles 4-6/10ths, and Butte, Montane, 5-4/l0ths. 

Q MAJOR LIPSETT: Is there any information for 


Montreel? 


A Montreal is 3g cents. The dealer gets a 3¢ cent spread. 
q Any reason for that reduction? 
A The reason for that is due to the situation that Mr. Saunders 


in his brief referred to, when the Joy O11 Gompany went 
in there with Roumantan gasoline, they cut the price 
On gasoline down to a very low figure, I understand they 


were paying 1% sents a gallon for that gasoline in 
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Roumania at that time and that resultod in the drop 

of the price. 

MR. FRAVISY: Roumanian gasoline is all out 
of it now? 

Yes; they are getting Gulf Coast. 

But the retail spread is still the same? 

Yes, to meet this competition, and there is a note at the 
bottom of Table 112 explanatory of this market, because 

of the great number of markets in which gasoline is Rly 
marketed in the Dominion of Canada and the United otates, 
the above markets were sGlected at random for the purpose 
of comparison in view of the imprssibility of taking all 
markets, Neither Texas (Delaware) nor Texas Canada 
markets at retail in any of the above locations. They dc 
not fix service station motor fuel prices. Consequently, 
the margins set forth are assumed Margins, that is, margins 
developed from observation rathor than from selling exper- 
lence. 
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PROFITS AND LOSSES. : 
; Texas Canada does not now 


engage and never has ongaged in the marketing of petroleum 
products at retail. It, therefore, has no information 
from experience of the profits and losses of retailers 

in Alberta. 


UNNECESSARY FACILITIES. 
>; Plant, equipment, facilities 


and other investment of Texas Canada used in retail market-— 
ing in Alberta have already been described, These, in the 
opinion of Texas Canaja, are necessary for the marketing 

of its produets in the Province, Every item of investment, 


whether for plant, equipment or other purposes should be 
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taken into account in determining whether or not prices 
are fair and oquitable. 

Retail prices of petroleum 
products have been the result of economic forces operating 
in @ competitive market. Prices ina free market are 
always established by these forces. The mechanics of 
price making in the petroleum industry has already been 
described at length. Since pri¢es are thus made, it ts 
obvious that prices are what they should be under aonditions 
existing from time to time. when they yield no profits 
they are, of course, from the seller's point of view, 
unreasonably lows In that profits have never been 
inordinately high, prices have not reached an unreasonably 
high level. It is impossible to state with any accuracy ie 
what precise level prices should reach. To be roasonable 


they should be such that the efficient marketer can 


operate at a profit. 


IMPORTATIONS OF GASOLINE aND DISTILLATE 
REASONS. 3 


Texas Canada has imported 
and now imports gasoline and distillate for the following, 


among other, reasons; 


Lo To obtain products of 
Texaco quality meeting the standards set for Texaco 


products, 


eo To meet the demand of the 
motoring public both tourist and local, that has been built 
up for Texaco products on the basis of quality and perform 


ances 


50 To supply a market for its 


affiliate's manufacture within an economical marketing 
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are of Sunburst, Montana, refinerye 


EXTENT OF IMPORTATIONS. 
Texas Canada's impertations 


from 1934 are set forth in detail in Tables 96 and 97. 


LAID DOVN COST. 
The annual weighted average 


laid down cost of the gasoline imported and otherwise 
obtained for several years is set forth in tables 65 
and 665 
MR. MACL#0D:. Are you putting in those 
Tables now? 
No, they have already been put in. 

It does not know how such 
laid down cost compares with the cost of products refined 
in Alberta excevt as already above stated. 


ADVANTAGES AND DISADVANTAGES. 
The advantages to Texas 


Canada of importing from the United States as compared 
with purchasing from Alberta refineries using Alberta 
crude are as follows: 

1. Texas Canada and its 
affiliates have endeavored to develop a widespread 
market for a distinctive branded grade of gasoline. 

2o its affiliate, Internat- 
ional, has a rcefinerv within an economic marketing 
distance from the Alberta market. Its affiliated, 

Texas (Delaware), produces crude in Montana. Texas 

(Delaware) and International, through research and 

other efforts have developed a gasoline of high quality. 
do The motorist pur chasing 


Texaco gasoline can obtain, wherever Texaco gasoline 
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is sold in North American, a gasuline of distinctive 
grade and uniform quality. | 
4. Texas Canada has no 
facilities for the manufacture of gasoline from Alberta 
crude and under existing conditions it would be unwise 
for if, tc) establish such facilities. 
Q MAJOR LIPSETT: what are the conditions 
that you refer to there? 
A The uncertainty of regulation and the economic situatian 
in Alberta are part, ars two of those. 
Q MR. MACLEOD: And the supply of (oil? 
B Yes, we have no supply but it could be purchased. 
50 Texas Canada and its 
affiliates enjoy the benefits of international 882 
advertising, which makes it advisable for Texas Canada 
to market @ product meeting specifications established 
DY site 
6. In addition, Texas 
Canada's importations of high quality gasolino inject 
into the Alberta market competitivo forces which have 
a tendency to generally improve all gasolinos marketod 
in Alberta. 
The disadvantage to Texas 
Canada of importing from the United States as comparad 
with purchasing from local refiners is perhaps qa lawer 
profit. It must pay tariffs on its importations which 
rlaces it at a disadvantage with competitors upon which 
tris fixed charge is not imposed. 
@ THS CHAIRMAN: Just a minute, Mr. Meltabarger, 


just return to No. 3 on Page 881, you say, "tho motorist 
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Pe fee i eae te 


purchasing Texaco gasoline can obtain,. wherever Texeco 
gasoline is sold in North america, a gasoline of 
distinctive grade and uniform quality", are we to 
understand that you think that you cannot make as good 
agasoline from Turner Valley 0i1? 
No, sir, we can. 
You can? 
Yes, yes. 
I just wantod to be clear on that. 
Yes, we can- 

B82 


IMPORTATION OF LUBRICATING OILS AND GREASES 


REASONS. 


a 


Texas Canada imports 
lubricating oil and greases for resale in Alberta for 
the following reasons: 

1. To obtain the distinctive 
and branded products available to it by purchase from 
its affiliates in the United States. AS we have previously 
pointed out, the great bulk of lubricating oil marketed 
in Canada is imported material. 

ao There is an insufficient 
surply of Lubricating oil manufactured in Canada to 883 
Satisfy the demand. 

de There is no lubricating 
Oil manufactured in Canada that conforms to the specific-— 
ations of Texaco products, 


EXTEN? OF IMPORTATIONS . 
; Texas Canada's imports of 


lubricating oils and greases into Alberta during 1937 and 


the first eleven months of 1938 together with the laid 
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down cost thereof, are shown on the annexed table, 
and I wish to submit table 113 as an Exhibit. 


(TABLE 113 PRODUCED AND HERE 
MARKED aS EXHIBIT "438". ) 


MAJOR LIPSETT: Just before you pass from 
the Table if I may interrupt you for a minute, what are 
automotive oils as distinguished from industrial oils? 
The automotive oils are lubricating oils which ere made 
specially for the lubrication of the automotive engine, 
the internal combustion engine used in the automotive 
business, operating undor an entirely different 
temperature and climatic conditions and road conditions 
than would be sncountered in an engine installed in a 
building for instance. In the industrial oils are 
included not only oils for the lubrication of steam 
engines, for example, but also line-shaft and gear 
oils. We call those industrial oils because they are 
used in the industry in the production of materials. 


MAJOR LIPSETT: Thank Yous 


( Page 10,354 follows ) 
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PRICES. 
The brands of lubricating oils and greases 884a 
Laported by Texas Canada into Alberta have been sold by 
Texas Canada in various points in Janada and by Texas 
(Delaware) in the United States. 
Dealcr prices in effest 
in representative cities in Canada and the United States 
have been as follows, and now I wish to submit Table No. 
114, showing the prices at which those oils have been 
sold in Canada, Calgary, Regina, Vancouver, Winnipeg, 
lontreal, and in the United States, New York, Chicago, 
Houston, St. Louis, Atlanta, Los Angeles, Butte iontana. 
(TABLE NUMBER 114 PRODUCED 
Pecan MARKED EXHIBIT 
5) MAJOR LIPS:TT: This is the price to the 
PupliC7 
A This is the price at which they are sold to the dealer. 


To the dealer? 


& 


Yes, the table previously shown gives the importations 


i 


and the refinery cost including pipeline. Now this showa 
the price at which we sell to the dealer and you will 
notice a discrepancy for example of a difference between 
the price at Calgary, Imporial gallcn, and the price at 
Butte tiontana or at Chicago, Illi.iois, for the samo 
thing; now we have in addition to an import duty, well 
it was 224% and now 19% if I remember the figures cor+ 
rectly, 164 cents freight rate from the refinery as 
gompared with whatcver the freight vate may bs thers, 
and other factors that enter into the cost, an 8% sales 
tax and a 3% excise, Hite has now been removed but at 


the time these figures were compiled that applied. 
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ADVANTAGES AND DISADVANTAGES - 
: The advantages to Texas 886 


: 
Canada of importing lubricants and greases fron the 
United States as against purchasing these products from 
Canadian refineries are as follows: 

1. Texas Canada is able to procure from its 
affiliates distinctive specialized products of the 
brands nanufactured by its affiliates. Practically no 
lubricants are manufactured in the Dominion and none of 
the kind and quality imported by Texas are manufactured 
in the Dominion. 

e- In order to procure the tyve, kind and 
quality of product that Texas Canada desires to market, 
it must import the products it sells. 

There are no disadvantages 
other than the disadvantages arising from the payment of 
duties. 


EFFECT IN ALBSRTA. 
The effect of importation of lub- 


ricants and greases into Alberta is that the Alberta con- 
Sumers are enabled to procure lubricants and greases of 
the finest quality. In additiot competition in the 
Alberta market is engendered. 
OPEiaTION OF THis LTHYL GASOLING CORPORATION 887 


COST’ OF PRPHYL" LEAD. 
The cost to International of 


tetraethyl Lead used in manufacturing Fire Chief and 

Lthyl gasolines sold by Texas (Delaware) to Texas Canada, 
has been as follows, and tho note there is Texas Canada 
purchases no Ethyl fluid although it is licensed by the 
hthyl Gasoline Corporation to sell gasoline containing the 


product. 
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THE ChalkuAN: Just 4 Conenen are you 
putting that in? 

That was not an Exhibit, it is in the book, I could 
put this in. 


THE CHATRuidl ; Do you want that, ir. 


Frawley. 
BRE PRA WLEY * I do not know what Mré 


Leltabarger has. 


WITNESS : L will read it) to vous 
Me FRAWLEY: Never having seen it at 
all. 

THe CHALTIaiAN ; You might just show it to 


Mr. Frawley. I suppose we could mark that sheet? 


Yes o 
wRe iACLLOD; LC 1S TL eUte aie OO. 
MR. FRAWLEY: Ultimately you say the 


brief is being copied 41 understand and sent up to us. 
whe wACLLOD: we propose to put in I 
understand one of these copies as an saxhibit contain- 
ing all these things. 

THE CHalktusN: Yes, that is so but just 
right now as we are going along. 

LR. FRAWLEY: It may as well be put in 
as an wuxhibit. 

THE CHATRMAN : I? you ovnotonayeuii a n 
we just do not have this sheet before us. 

MRe FRAWLSY: I would suggest, your Lora 
Ship that it be put in. 

THE CHA TRuia Ns it would not be any incon- 


venience later, hir. Macleod, for one book to have thom all 
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in, so that will be Exhibit "440", 
(STATEMENT PRODUCED BY THE 
WITNKSS HERE MARKED AS 
EXHIBIT "440"), 
WITNESS: This is the cost per 
Imperial gallon of Ethyl lead. 
Q MR. FRAWLEY: What is it about, 28.33 


per C.C.? 

A I cannot tell you the price per C.G. but the eost per 
gallon is based upon the amount we have to use and that 
cost, for instance in 1930 it cost us l ana 23/100 cents 
per gallon to lead Ethyl gasoline and in 1938 the cost 
was 92/100 of a cent, .9245. 


LICLNSSZS TO REFINERS. 


EA > 


By several agreements between 889 
the Lthyl Gasoline Corporation and Texas (Delaware), 

Texas (Delaware) has been licensed to mix ethyl fluid 

with the gasoline it sells. Texas Canada has been licensed to 
Sell gasoline containing Ethyl fluid. So far os Texas Canade is 
informed, there is not now an@ has not been any dia- 

crimination practiced in the issuance of licenser by the 


lithyl Gasoline Corporation. 


LICENSES TO DISTRIBUTORS. 
Licenses issued by Lthyl 


Gasoline Corporation to distributors of Texas Canada have 


been as follows: 


Artie Ol Sales, Limited, 
Lethbridge, Alberta. 


Done ORL Vea ody 
Calgary, Alberta. 


Gas and Oil Products, Limited, 
Calgary, Alberta. 


Oughton Brothers, 
Calgary, ijlberta. 
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Crystal Gas and Oil Products, 
Calgary, Alberta. 


Sterling Refinery, 
Yorkton, Saskatchewan. 


Carrot River Oil Kefineries. Limited, 
Melfort, Saskatchewan. 


Histon Refining Company, Limited, 
iston, Saskatchewan. 


8 Tar as representatives 890 
of Texas Canada are advised, no discrimination has been 
practiced by Ethyl Gasoline Corporation in connection 
with the issuance of licenses to distributors. 

Texas Canada has been 
authorized by Ethyl Gasoline Corporation to aceept dis- 
tributors*® applications for ethyl licenses. 

Various distributers from 
time to t ine have requested Texas Canada to obtain ethyl 
lisenses for them and such licenses in all cases have 
been obtained as requested. 


PRELIIUM PRICi. 
The premium i.e., the amount by which 


the price of ethyl gasoline exceeds the price of regular 
gasoline, 2#3¢, is in the opinion of Texas Canada a 
reasonable premium. The handling of ethyl gasoline re- 
quires additional facilities; the cost of manufacture of 
ethyl gasoline, because of the necessary of adding more 
ethyl fluid per gallon is greater. The reasonableness of 
the premium must be judgsd by what the users of that 
product are willing to pay for the benefits they ob- 

tain from its use.» Prices are not made by one party 

to the bargain. If the premium were considered by con-~ 


sumers aS unreasonably high, cohsumers would discontinue 
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purchasing the premium product. 

This premium of 24¢ coms 
pares with the premium charged in December, 1988, in 
other parts of Canada and in the United States aa 
follows, and I wish to subniit Table 115 as an Exhibits 

(TABLE 115 PRODUCED slD 

esti pere iXHIBIT 
WITNESS : It shows the premium in 
Alberta as 2 as against New Brunswick 2, Nova Scotia 
2, Manitoba 2%, Saskatchewan 24, the Pacific Coast 
States of the United States 3 $/10, and all other 
points, Chicago,Illinois; New York? Atlanta, Gadhia 
Houston, Texas; St» Louis, ciissouri and Butte, hon= 
tana, 2 4/10 cents per Imperial gallon. 


EFFECT OF LICHNSING. fs 
So far as Texas Canada is in- 


formed, the licensing and other policies of Ethyl 
Gasoline Corporation do not tend toward discrimination 
against refining in 4lberta of leaded gasoline nor 
promote the importation of sontana refined products 
containing tetraethyl lead. Undoubtedly the Ethyl Gas- 
Oline Corporation itself will furnish the Commission 
any information desired by the Commission in this con- 
nection. 

EXCESSIVE FACILIG TES 


ENTRODUCTION. ; 
apes 7 Questions 118 through 123 repeatedly 


use the term "necessary", a term that we have alreaiy 
discussed at some length in another part of this sub- 


mission. 
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MR. MAGLWOD; Just a minute, Mr. Melt~ 
abarger, those numbers I think are not before the 
Commission? 

No. 

They refer to certain questions which iir. Frawley I 
think and our representative+-~-— 

Mr. Ray. 

dgreed upon? 

MR. FRAWLEY: what are you commone ing 

to read now. 

WITNESS: We prepared at the begin- 
ning of this a brief on your statements to the Cemmission 
and broke it up into the questions inherent. therein 
and in preparing this part of the brief I used suestions 
118 to 123 and say that they repeatedly used the term 
"necessary", which you ussd in your opening statement tn 
the Commission, and a term which we have already discussed 
to some length, I am not even sure that that has been put 
in. 

Inguiry is made, first, as 893 
to whether the classes of persons engaged in marketing 
are necessary; second, whether the number of persons is 
necessary; and third, whether the facilities used are 
necessary. The standard for determining "necessity" 
is not stated, consequently we are led to inquire in 
each instance, "Necessary for what?". 


NECESSITY AS AN ABSOLUT.. 
If the term has been used 


in the sense of absolute indispensability it will be 


admitted at the outset that petroleum products are not 
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absolttely indispensable. The use of petroleum profi~ 894 
ucts ineroases the svandard of living and furnishes 
conveniences to our modern OLVilizetion, gbhug that Ls 

not to say that we could not get along without them. 
Perhaps we could. But so do so we would turn time back 
considerably and would have to follow a policy of ret- 
rogression rather than progress. In spite of that, we 
probably could’ do it. Wa suppose, however, that the 
Government of Alberta will not endeavor to do it in 

this Province. 


NECLSSITY AS 4 RELATIVE. 
The term also can be used in 


the sense of indispensability for the purpose or end de- 
Sired. Again, we must indulge in some presumptions. It 
is presumed that the Government of Alberta considers it 
desirable that the people of alberta, and as many of them 
as possible, lave automobiles and other facilities in 
Which petroleum products are used, and that in conse- 
quence it is the desire of the Government that as many 

of the people as possible have tho privilege, if they 

wish to exercise it, of using gasoline and other pet- 
roleum products. 

If that be the end or pur- 

pose in mind, we naturally have entirely different answers 
to the questions above mentioned.If gasoline and petroleum 
products are to be made ayailable to as many people as 
possible, then there must be suppliers, a personnel en- 895 
gaged in supply and distribution as well as facilities 


Cada br bn Gio. 


| =) 
o aoe Oe ’ i con ww 
: CTT arn he 1 60 ‘ 
A NS Mh bow Gy ee a ke oA wt 
° ‘ re H . a ows 
oe: i S nD : i & i i al cad ria } 5 o READS 
: . 7 % . , b oe wet ' t 
i dines ‘ ¢ 
¥ ; : { is Bi eee i 2. ee Ser oe aE ; 
' ; ' i ae . Wi gee gis. TEU ahs ; . F in ee 
cc ieC Taya a Pe i | eee Tre Ae Me sea ies Hace Zo mh veo ‘ 
Ls © Nod) whe comets Aa ‘ : ri be 
. , PF oat Sd ES, graye on ‘ ‘ ony ir ae tae A ct an 5 
aes ‘ | \ os ) Pe deat ‘ ( el ve 
bay Ie ie ‘ ehket bY Sen Pe Sa 
H ‘ \ - wae 0h By wes ra ‘ AG ‘ 
: ° A oa RE \. ‘ : \ ey ) 
+s rh COR ' ‘ ‘aria ‘ \ rt ven t fea, : 4 f 
t ‘ “ > ee rea ’ uo A iman! «ay ‘ - 
Porsssinv ong A Hah Mutivrace, sakelle Rls tune “Aad \ e hai es Me 
t 4 . ‘ My \ we A . . as ‘ yin ne ° 
ne ao , ne ts ‘ ‘ yotN 5 rs Pa ed: Sten ; 
yy ea SSK oe i oe eae it 1 ‘ ' ‘Mle i sivat os ares w ' ‘ 
- t ‘ \ ay F ) ’ i E i ) \ , ie t go 
we pes 4 ") : ae: ‘os ‘ N h etek bo aae te , Rao ey . é ‘ ey 
y Wan ‘ . ole hy tee era tn weet “are vy pogtasinee yt 
‘ she aamycee ry uh i = S ‘ ve ny by 88 mee i Wort ve > « 
Sy ee x “ rary k ir - ‘) 4 af 
‘ ew you agi t © = ih VA ee ‘ a ; ny » EA c re) ny BP ! wait 1" 
‘ A mete r ab pte of itapes ; a a / AOS 
. ch ‘\ a ‘ ’ re ‘ Peay 
r b 4W F een we Lay eet Oe v ‘ t i et 4 Wy Ade ae 
ips FY Nt s . ns Pach salle He he \ My sere . a 
' § s 
and tay ee 4 hb saat oes 
ora ene om Les 
NaN deta : feng ag 
. ; ph ‘ 
a t . , hoe 
* : Polen ae F 25 WR, th atone eterna pain 
tt q ‘ ms , “ ") ASE | ' i 
1a : eet aide Ws Tigh anv ean » 
H at : pe ax ath RS 
: 
ity Me ic 1 wy ON . oer ’ rk ae Rt * , 
; ; ee = 1 : Wong a Tt Va akan y ¢ o 
nee . Sank ee : ‘ th “ \ Nts Pea baie g* onto © 
. . Ps ' . “ Josue . " . Ate ‘ - 
“ % 5 4 ; * ‘ F \ Fy ; hi en c rd he eee a 
ay ‘ Vos 8 Sai ex ’ ‘ ‘ } Vy 
‘ : ] : t _ 
‘ ¢ ey 
‘ Fy 0 te ome = hes ‘ . an 
ME tne ‘ A hoa fos oy : 2 f 
x ra . r| : : ‘ \ Sn ee ae A uk X . 
¥ Nears Aieteaties hs jal: : 
’ h , ‘i , i ye bons iis we or Nera a ‘ AF mate 
erate Vaabae A yi ter tat Ne Sr a ini ea ow es 5 t he 
. < wa Me ‘ 4 fart pei it ro i 5 ‘" Es i <1 PX 
ee yee : MeN eed eg ett \ { ' tte : | ee 8 es Pe ae 
RE ‘ 3 K ; Fe avete ies A ay Me a ’ : 
J 
tw) ‘ peness Suk ‘ \ et ‘ A , is Baithen « : : 
Cai! t Ff ' enttno ws 5 ; Melee t ‘ we j ‘ . fs 
i Sem css 
~ ‘ y ‘ ve ‘ ve my te ar ' 
fas R th py , se j hi ar i i 5 
ver \ wey 4 : B tara cs 7 See ity ’ , awe em ue val Y 
f ale RY A kT Sad ee dai Sy oy ak we ts at . Gig Abe SY ‘ . 
sau 7 ‘ 6 ah 
wh tir lh Se Ee ieee 
ary gece piri. e otk : a 
Fe enon tie NG pea Gales 
‘ ‘ Re Ae Gaon Pare 
P HME y ae ' ay he ph Wears ~. vie tis . pap vy Nuipet eC 17 Ht sats . ‘ ie 
f oat tye 1° be he ta . 4 
i Lae ‘ Tete cts ee ee ws " vn a dep ek PS AR held SS “ef i r . yo 
hind A ’ aay ” 1 ' . ary oa uot \ ‘ i! ae ‘ 2 
” Yo b y Brahe 
‘ cay ON pou is . Uy ie . . ft { a gr 4 . t Soya 
: \ x we as Sa) ns ae : os bey us ye sie pei eT Rs ae lm a 
: , 
we NS Me a eau eee Ns ac Riaeren Norn ae 
\ Fe I” ver’ . . ‘ . . ut Ga Fit abatl . Se a 
. - rare - ‘ any nh ewe 
vege bow af 7 4 x ' oe Poe: es He Wee oo 
’ ‘ . = ‘ . 4 Xa op, 8 SA ee ‘ 8) bode ® 


T=1 
i - 10,362 - 


C. D. Meltabarger 


895 


OPTIMUM CLASSES, PERSONS : So fer as we have been able to 
AND FACILITIES. : 


- ascertain, nobody has ever 
es a elise GIA RE a A oh eee a 
endeavored to estimate the Optimum number of classes of 


persons, of persons or of facilities sand plants required 
for the distribution of petroleum products under presently 
existing conditions or any other conditions, for that 
matter. 

ONE LARGE TANK FARM : Consequently in considering this 


AS MARKET. 
particular sense of the term 


(i. e. necessity for a particular purpose, the purpose 

in this instance to be to supply as many people as 
possible with petroleum products) it may be asserted that 
on large tank farm for the storage and dispensation of 
petroleum products at Calgary would be all required’ to 
sunoly all the petroleum_products~presently consumed 

in the Province. However, if this method of distribution 
were followed, then all the peaple of the Province who 
want petroleum products would have to go to the market -~ 
the one large tank farm -- to obtain the goods. 

If consumers had to suffer 
such inconvenience to obtain gasoline and petroleum pro- 
ducts, there is no question that many would do without 896 
them. Further, many would have to consume as much product 
getting to and from the mrket as they could buy after they 
got there. Obviously this would result in many doing with- 
out. The demand would fall and savings to be effected by 
large volume movements of commodities would be lost. It 
goes without argument that under such circumstances price 


would have to rise. The elimination of mass distribution 
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would work in precisely the On“OSsite direction than the 
employment of mass distribution methods now involves. 

“@ have already demonstrated thet mass lidstribution is one 
of the elements which has made price decline possible. 

To eliminate mass distribution would make price inorsase 

a necessity. 

SEVERAL TANK FARMS : It may also be argued that there 


AS MARKET. 
could be several such establishments 


Spread throughout the Frovince and thet such a distribution 
program would result in savings by eliminating alleged 
excessive plants and facilities. But, if there were 
several such establishments as I have above described; 
it would be necessary that the stations be located at 
points where buyers of the commodities could obtain them 
conveniently and easily. 

| Is there any method 
whereby the Government could determine with exactitude 
where such stations should be located? Is there any 
method by which the Government or marketers themselves 
could determine precisely in advance how many of them 
there should be? 
MR. COMMIGSIONER LIPSETT: Before you leave that. 
Is there not surely an intermediat: position between these, 
the one you put in here of one distribution center at 
Calgary, and the other extreme that there way be four 
distribution centers at each of the four corners of the 
world? 
We were trying to give the exact opnosite. In other words, 
we stated the most exargerated conditions we can think of, 


and thet is one central distrihuting point. And then the 
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Opposite of that, a number of centralized distribution 
poznts, so to speak, Spread throughout. Now, in just 
a little while I am ecing to compare that with the 
present method of distributicn. We are’ Soing,) irom the 
Sublime to the ridiculous, and from the ridiculous to 
the sublime. 


POSTAL SERVICE AS EXAMPLE : fFven governments find it 
OF MASS DISTRIBUTION. : 


2 necessary to cater to the 
Rese ee ee ee TS 
wants and demands of the public, as for example in the 


Postal Service. The people of Calgary could be foreed to 
visit the Post Office to get mail each Reha nsugle whet qeletein vcr 
However, to fill the wants and demands of the people, the 
Government provides at convenient corners located through= 
out the city, mail boxes in which mail can be deposited ang 
employs mail carriers who pick up the mail in the branch 
post office and distribute it to homes throughout all parts 
of the city and urban centers. WEE is also 
earried out through rural postal routes to farms and homes 
of the rural communities throughout the entire Dominion of 
Canada. This method of distribution is a perfect example 
of, mass distribution. 

It might be argued that a Low 
cost method from the Government's point of view would be 
to have the people call at the Fost Office to post their 
letters and receive their mail. Even if it were cheaper 
(which it would not be) for Government to perform its 
services by requiring this inconvenience, the cost to the 
individuals themselves of doing it would far exceed the 898 
eost of distributing the mail as at present accomplished. 


Then, too, there very likely would be a serious congestion 
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of facilities. Mail woula pile up in the centeal orfices: 
The steady flow cof the mails through those offices to the 
individuals for whom intended would be interrupted when- 
ever individuals failed to go to the post offices for 
their mail. It is a nractical certeinty that the use of 
mass distribution methods enables the Government to 
perform the postal service for less money than would be 
involved if the elimination of mass distribution were 
effected. 


PETROLEUM FACILITIES. 
— NESS Cistrioution tace Luvte soon 


the distribution of petroleum products have been established 
in response to a speedy increase in demand, or if established 
prior to the existence of a demand in a particular locality 
they have been able to continue in existence only as demand 
was built. Lack of demand to support all facilities at 
BOiIng prices naturally will result in elimination of some: 
of them. It has in the past. The underlying demand is 
based upon the wants of the people. It is obvious, there- 
fore, that class»s of persons, persors and facilities are 
necessary when they are employable and are employed to 
satisfy the wants and demands of buyers. 


MASS PRODUCTION, MASS DISTRI- : Economists have stated 


BUTION AND MASS AVAILABILITY. 
: With much wisdom that 


important factors in price reduction over the years have 
been the development of mass production, mass distribution 
and mass availability methods adopted vy industrial organiza- 
tions. We heve already discussed briefly the effect that 
these methods have had upon prices: how they operate to 


lower prices. 
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In the consideration nf whether 
or not classes Of persons, firms or cornorations, the number 
of persons, firms or corporetions engaged in any enterprise 
and the facilities employed by them in the distribution 
process are necessary, these three factors should be kept 
eonstantly in mind ot the question asked as to whether | 
elimination of any one of the three would result in a 3 
reversal of price performance, 

Lass distribution means that 
there should be facilities of distribution operated by 
persons engaged in the distribution process at all or 
practically all points of consumption. 

Goods should move in a 
steady, constant flow from point of manufacture to the markets 
Demand for. the product creates the need for the facility or iy 
is itself created by seh INES PS of the facility and the 
man power required to operate. it. Thus when Government one 
#sonsiders the problem of distribution, it should not 
make the mistake of assuming that either the types of 
soncerns engaged in distribution or the number of persons 
engaged in distribution or the quantity of facilities 
used in distribution are too great, unless the Government 
is. prepared to run the risk of owensen prices which may 
result from the elimination of any one of these factors 
from the national economy. 


CLASSES ENGAGED IN MARKETING. : 
| ___'t The following classes of 


persons, firms and corporations are now engaged in whole- 
sale marketing of petroleum products in Alberta. 
1. Integrated companies, which include 


companies engaged in producing, refinirg 
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transportation and marketing operations. 

e« Semi-integrated companies which include 

thos engaged in refining and marketing. 

4. Importers, 

4. Companies engaged in inarketing exclusively. 

(These include both importers and sellers of 

products manufactured in the Province.) 

ie Distributors, jobbers and cooperatives. 

The following classes of 

persons, firms and corporations are engaged in marketing 
petroleum products at retail: 

1. Integrated companies. 

@», Semi-integrated companies. 


waolesale distributors and jobbers. 


ta 


4, Independent retail merchents. 
the first class may not 
eneecerin Vevsel) Marketing in Alberta: the lest cleca 
comprises the largest class engaged in retail marketing 
in ALberta « 


TYPES OF FACILITIES. 
Distribution of petroleum nroducts 


as well as the nature of the material handled involves three 
seperate and distinct types of facilities. 

1, The refinery, where the product is manufac- 
ruged and stored in jdarge quantities, thus affording <a 
eup ly tobe currently distributed in.@ lerge marketing 
area. 

2. Bulk terminals and bulk olants where smaller 
quantities of supvlies are stored to supply a substantially 


smaller marketing area than is suprlied by the refinery. 
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Se Retail outlets where Supplies of petroleum 
produots are stored in much smaller quantities to meet a 
much smaller demand. 

AS we have already demon- 
streted ,idistribution is a process of constant movement 
through these facilities. 

The physical necessities, 
therefore, have played a part in the types or classes 
of persons engaged in the marketing or distribution process. 

In some areas the cperation 
of all three types of distribution facilities may be more 
efficient and economical if conducted by single ownership. 


Under other conditions, separate operation of the facil- 


ities may be advisable. 


NATURAL ELIMINATION. 
In any event, in due course in a2 


competitive market, the competing forces engaged in the 


race for gallonage will reduce the facilities employed to the 


most efficient method of meeting the mrket demand. 


Conditions in Alberta are 
presently such that all classes now engaged in the market- 
ing enterprise are required to carry out the distribution 


program. If, as and when any particular class becomes 


unnecessary, thet class by force of the competitive 


conditions then existing will be eliminated from the scene. 
In consequence of the opera- 

tion of economic laws in e competitive market, changes 

in the method of distribution and the tyne or class of 

persons, firms or corporations engaged in the program of 


distribution*oceur from time to time. “The time ones was «in 


Alberta when practically the entire suprly of petroleum 
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products in the market was furnished by one company. 

As the Province developed, other marketers entered the 903 
market and set up competing enterprises so that now the 

classes of marketers above outlined are engaged in the 
distributiom and sale of petroleum products in Alberta. 

We shall now consider each of these classes separately. 


INTEGRATED COMPANIES. 
While the Texas Company of Canada, 


Limited, as such, is engaged exclusively in the marketing 
of petroleum products, it is, by virtue of its relationship 
with other companies, a part of an integrated systen. 

Two charges have peen 
leveled egainst integration of operations: 

1. That integration of operations is 
extravagant and raises the cust to the 
consumer of the commodities he must buy. 
2, That integration permits large 
integrated units to put their products on 
the market at prices so low that smaller, 
non-integrated supzliers cannot success- 
fully compete. 

It is noted that these charges 
are diametrically opposed. The import of the first is that 
integration leads to extravagent inefficiency. The second 
charge is tantamount to an accusation that integration 
is so efficient it prevents the less efficient marketer 
engaged in a single phase of the industry from surviving. 

Both charges cannot be right. 

NeLthervTs Wolpwract, Corrects 

The fact is that integration of operations promotes effici- 


ency and coordination of all operations involved from 
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search for and finding of the raw meterial to the 
consumption of the manufactured product to an extent that 
sunoply and demand are more perfectly kept in balance. 
Balancing supply and demand in an economic system is 
admittedly desirable. It is likewise economically desir- 
able that business operations be carried on as efficiently 
as it is possible to conduct them, all factors, social 

and economic, mnsidered. Furthermore, integration permits 
of the coordination and development of technological 
improvements which, in the long run, unquestionably result 
in reduced prices and other benefits to the consuming public. 

.@ have already demonstrated 
that the price of gasoline has constantly declined through- 
out the years. It is impossible to cite a single instance 
where the integration of operations, standing alone, has 
caused the price of gasoline to increase. 

The pevroleum industry jwio 
fact, by its long range performance, has constantly improved 
the quality of its product, has made its commodities availabl 
to more and more people, a large number of whom are embraced 
within the low inC®Ome classes, and the end is not yet in 
sight. It cannot be said that such performance is vicious. 
The record reflects what integration of operations, operating 
in a natural economy, has been aple to accomplish. This 
does. not take into account the admitted fact, that the in- 
dustry has constantly increased both the quality and the 
quantity of the services it performs not only to the 
motorist but to the users generally of petroleum products. 
Further, the record of performance has been made in the 
face of constantly increasing tax burdens and in the face 


of increased wages and labor costs. 
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OF Course, tis not Claimed 
that this performance is the exclusive property of inte- 
gration of operetions, but integeretion of operations has 
played a large part in that performance and cannot be 
carelessly disregarded. 

in the light of this record, 
one is impelled to the conclusion thet manufacturers and 
marketers of petroleum products desire nothing more than 
a reasonable crofit and th.t they also desire to make avail- 
able to every person in the land the products they manufacture 
and sell. They desire, also, to increase the buying power 
of their customers and consequently have practiced a policy 
of increasing wages whenever possible, for those of their 
employees who are not customers sre potential customers. 
Making products of good quality constantly available in 
constantly increasing amounts is possible only if those 
who have the products to sexl get prices down just as low 
as possible, all conditions considered - that is to say, 
down to a level where they can realize a reasonable profit 


and at the same time pay the constantly increasing fixed 


charges imposed by Government and constantly increasing wages 907 


It is hardly necessary to argue 
this matter when one compares the nerformance of the integrated 
petroleum industry with disintegrated agriculture. Almost 
everywhere agriculture is suffering from creepirg paralysis, 
while the petroleum industry is going forward in the per- 
formance of its obligations with problems, to be sure, but 
with a large measure of success. 


SHM I-INTEGRATED COMPANIES. 
ih ; While the semi-integrated 


company is not in position to coordinate all vhases a the 
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industry to the same extent as the fully integrated 

Operator, it nevertheless is impelled by the seme general 
motives to reduce operating costs and decrease prices. 
Furthermore, it must be able to Operate just as efficiently, 
although in a limited way, as the integrated operator, because 
it is in competition with the integrated operator and, 

unless its performance can bé just as good a performance as 
the integrated operator's performance, its enterprise will 

be unprofitable and, in due course, will be eliminated 

from the competitive scene. 


IMPORTERS. 
we to importing company, oF course, is to 4 


certain extent at a disadvantage in the Province of Alberta. 


It experiences costs in the form of tariffs not imposed 9C&E 


on the domestic operator. In consequence, the importer 

sees: required to offset this disadvantage by endeavoring to 
elimate all questionable marketing methods and to adopt 
methods of distribution which require theleast possible 
investment if it is not to be eliminated from competition. 
It is required to choose its markets carefully, to render 
the best possible service, and to promote the sale of its 
product with care and diligence. 

The importer, then, is «4 
competitive factor in the Alberta market which imposes a 
competitive pressure upon domestic marketers to become 
just as efficient as the importer. 

As &@ social factor, therefore 
the importer cannot be disregarded as it furnishes 
competition which has contributed in part to the industrial 
performance in the local market. Wurthermore, in the past 


Canada has been dependent and now is largely devendent 
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upon the importer for petroleum and the products 
thereof. It seems obvious, therefore, that he should 
not be eliminated. 


COMPANIES ENGAGED IN 


> there are also persons, firms 
MARKETING EXCLUSIVELY. : 


and curporations engaged 


exclusively in distribution ance marketing. Competitive 
factors created by integration, semi-integretion am 
importation affect the company engaged exclusively in the 
marketing of petroleum products. Many of these companies 
are necessary because they have facilities, i. e., bulk 
plants and service stations, which are an essential pa rt 
Or the distribution program. These facilities supplement 
the facilities of the integrated companies, of the semi- 
integrated companies, and of the importers who own their 


own facilities. They obtain their supplies from the 


manufacturers of the product who sunply the Alberta market. 


Tney ere, tne ret Oe mie 2.0 ue 


as necessary to the manufacturer as the manufacturer is 


necessary to them. In one sense they are arms of the manu- 


facturing supplier and, so long «s they can conduct their 


merkoting Operations efficiently and profitably in the light 


of the competition they must mest, they are an essential 


link in the distribution and marketing program. They 


are-necessery so long as they are competitively efricient,. 


The operstion of economic laws will climinate them as and 


when they become non-essential and superfluous. Certainly, 


they are neither at this time. 


(Go to Page 10,374) 
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DISTRIBUTORS, JCBBERS AND : 
COOPERATIVSS; INDEPENDENT? : The wholesale distributors, 


; > jobbers and cooperatives 
Se cae a a 2 


and the retail independent merchants comprise a general 
class. The independent merchant has a place ini the die 
tribution and marketing of petroleum products for precisely 
the reasons I have already recited in respect to the other 
Classifications. Beoause of existing competition, the 
independent merchant is required to conduct his operations 
in such a way that profit will result, or he must be 

Clam poededaveUnt 11. hes a's eliminated, he performs the 

useful service of getting goods into the hands of some of 
the buyers who want them. 

Now, it might be argued in respect to all these 
classes that goods could be Supplied the buyers in some 
other way. Of course they could. If there were no 
Suppliers in the market except integrated companiss, those 
companies would establish the facilities necessary to 
Supply the buyers with their wants. If there were no 
classes of marketers except independent merchants, it is 
likely that there would be sufficient of them to supply 
all the buyers of the Province with their wants; but that, 
of course, is entirely beside the point. 

The principal question involved, apparently, 
is whether the elimination of Say either integrated 
companies or independent merchants or wholesale jobbers 
and yee would, in due course, effect lower 
distribution costs and consequently lower prices. [t+ 
seems to be believed in some quarters that, since the manu- 


facturer profits, the wholesale distributor profits, and 
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the reteiler profits from their respective operations, 

too many profits are involved and consequently prices are 
in fact too high. But this reasoning assumes that the 
distribution of petroleum products could be carried on from 
the refinery to the consumer at, say, the manufacturing 
profit and that the balance of the performance could be 
accomplished at erst and everybody would save money if 
entrepreneurs were eliminated. This has been tried before 
and saving has not, in fact, resulted. If, for example, 
Texas Canada should endeavor to market its goods from the 
point of supply to the consumer in all the areas in the 
Provinee which it serves without the intervention of in- 
dependent merchants, it is not improbable that the market- 
ing costs of Texas Canada would be just as great as, or 
greater than, they now are. This is because Texas Canada 
would not in all instances be able to obtain the services 
of the same type of merchant now engaged in the selling of 
its products. TOOCLUGL GS Credit, 1s 0D ten ei yen GO ne 
personnel e€neagsed in an: operation. 

The lowering of operating costs often involves 
increasing volume. Increasing volume often involves the 
use Or the type ol man power that has the ability tio %d& 
areoodrseclling job... in) order to gét) thas type jolt seimter: 
it sometimes becomes necessary to use the services of an 
independent merchant at each stage of distribution - that 
is, at the wholesale plant am alse at the retail estab- 
lishment. On many occasions, of course, that type of 
ability can be obtained through employment. In either 
case the compensation, whether it be in the form of salary, 


commission or margin, must be a satisfactory compensation 
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to the salesman or the salesman will be lost. An elastic 
economy requires that marketers be left free to market 
their goods as existing conditions reqii eo ead permit. 

What difference does it then make, especially 
when the product is such that it must be moved to market 
through the three types of facilities already described, 
whether the class of operator at any particular point is 
a part of an integrated system or is independent, so long 
as the results obtained are the increase or maintenance of 
volume which permits low price selling? Irrespective of 
the classes of merchants engaged in the marketing problem, 
irrespective of how many there are, the total cost of a 
profitable enterprise will depend upon the quantity of goods 
that reaches the market and that in turn will depend, to 
a. large extent, upon price. FYrices must be made as low 
as possible. The profit incentive is one factor in build- 
ing the demand which in turn assists in lowering price. 

It is one thing to theorize about the elimina- 913 
tion of profits of wholesalers and to assert that the 
elimination of that profit will, in due course, he retipete 
Ed Jin price: That does not necessarily follow in Sear i 
tice. 

NECESSITY OF NUMBERS > What I have already said likewise 


OF PERSONS ENGAGED. 
applies to the next question - 


namely, is the number of persons, firms or corporations 


engaged in any branch or state of marketing and distribu- 


tion excessive and/or unnecessary for efficient marke ting? 


It of course will be admitted readily that one 


company can move a large volume of vsoods with fewer 
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employes than another company might use. It does not 
follow from this comparison thet any of the latter's 
employes are unnecessary. They mayor hays nob bes Le 

all the persons engaged are in fact required by the market- 
er in question to maintain his volume of Sales, they are, 
of course, necessary. If, by releasing a single one of 
that whole number, the mrketing volume would be decreased 
in even a slight degree, a necessary element to proper 
distribution has been disposed of. 

It may be that many marketers could maintaim 
the volume of business they now do or even increase that 
volume with fewer persons engaged in the marketing process. 
So far as this company is CONCETNCAS i ta dossi not tha ne ip 914 
eould do so. In any event, the question is reduced to a 

matter of opinion. The marketer is in the best position 
Go judge Torehinselt : Furthermore, we must not forget 
that, under the competitive system, all competitive factors 
are at play in forcing each competitior to the lowest 
possible price level and, consequently, the lowest possible 
cost level consistent with the reasonable return on the 
investment. 

It is, therefore, a fairly safe eonclusion that, 
if excessive numbers are engaged in the industry in Alberta, 
the excess will, in due course, be eliminated bv the natural 
play of economic forces. 

This same argument applies likewise to the final 
question on this subject. 


NECESSITY OF FACTLITI:S. 
This question is whether or 


ee a a 


not ithe facilities \for distributing and/or marke ting 
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petroleum products, including inter alia the number of 
distributing stations and the expenditures incurred there- 
under, are reasonable, and whether or not any is excessive 
or unnecessary. 

As Texas Canada views the matter, its facilities 


are not excessive. All are required. Furthermore, 


a legitimate doubt exists as to whether there are any Gs: 


facilities, plants and the like now in use in Alberta whieh 
are excessive under presently existing conditions. Each 
plant and each facility that actually responds to a demand 
fOreci ther products or services is a plant ort acdaa ay 
which should, in fact, be continued until the demand for 
its services or the products sold has lessened to a 
sufficient degree not to warrant the further use of that 
Blent or facility. 

many plants are fully depreciated and, as a 
consequence, the cost of operating them is very low. 

Under the competitive system, plants and facil- 
ities are abandoned when the demand upon them diminishes 
to a point where their continued maintenance is continuously 
unprofitable. 

Of course, it may be and has often been argued 
that a hundred service stations advantageously 
placed could perform the same distribution service as five 
hundred placed without regard to overall market requirernents. 
BDetoOre, i sanculd agree to such a staterent; T should tke 
to know first what result the elimination of the four 
hundred stations would have on mass production, on competi- 
tion generally, and on mass availability of product -— that 


is to say, what the increased inconvenience to the publie 
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would produce in the way of increusing all costs, as well 916 
as decreasing them. It might very well be, and it is 
certainly conceivable it would be, that the demand would be 
lessened to an extent which would create economie disloca- 
tions not speculatively subject to ready evaluation. 

The Province of Alberta is growing; the demand 
for petroleum products is incre:sing; more and more people 
are uSing the transportation afforded by automotive equip- 
ment, and the public demands convenience in the obtaining 
of its supplies. All these factors enter into she demand 
picture and affect the whole economy under which the pe- 
troleum business is conducted. 

eeoueone. ar not prepared to state that there 
are either too few or too many stations. I ean state 
that, if there are too many, the surplus will in due course 
be eliminated throvgh the operation of natural ag opposed 
to artificial restraints. 


DOMME ADDITIONAL FACTORS. : 
: in considering the adequacy 


a ieee 


of present retail distributing facilities and the que stion 
of whether or not there are too many, we must survey 
advitional factors involved in meeting the wants and the 
needs of the motorist. ‘Je list a few: 

1. It will have been observed by the Commission 917 
that in the larger cities service stations are grouped 
along the traffic flow lanes. 

The motorist is very exacting in his demand, ana 
driving habits haye a tendency to become quite fixed. 
Because of this, certain streets in the cities carry traffic 


to and from the business section and to and from the resi- 
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dential section, as well as from the main highways leading 
into the city. If a service station ig to hope to obtain 

a profitable volume of business and the owner or operator 
is to continue to exist, it has been founda that the station 
must be properly located along these arterial streets 

which carry the traffic flow. 

It is for this reason that we find a large number 
of service stations grouped in certain centers along such 
arterial streets. Such grouping makes it convenient, 
easy and economical for the motorist to secure his motoring 
needs of gasoline, lubricants, washing, ete. Thus, while, 
proportionate to the business done, the number of service 
stations located in a particular city may not be any 
greater than the number of grocery stores, drug stores 
and other business institutions, proportionate to the need, 
because of this grouping they may seem to unnecessarily 
duplicate each other. 

ee It is commonly thought by the layman, incx- 918 
perienced in service station business and unfamiliar with 
the requirements, that four or five service stationg in 
the space of two or three blocks are unnecessary; that one 
or two could just as well serve the public. 

ouch laymen do not take into consideration the 
fact that traffie flow has its peaks and valleys; that there 
are certain hours in which hundreds and thousands of cars 
are on the move along the arterial highways and do their 
purchasing. These are the early morning hours on the 
way to offices and other employment, the noon hour period on 
the way to and from lunch, shopping hour periods and the 


evening periods after working hours. Tiere: are periods of 
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time in between, say, for example, 10:00 to 11:30 in the 
MornLng quis O0eto.o:00 and 6:00 to: 8:00) in the evening, 
when gasoline sales are at a minimum in the service 
station. #&t other periods in between, the rush of business 
is so great as to tax the utmost capacity of the service 
station. 

5. Due to the location, size of service station 
and the character of the facilities at present installed, 
in many instances any material increase in the volume of 
business done would require the enlarging of present 


service stations. 


Thus, for example, if one-third of the stations 915 


iimnelarser Gities, where it is often thouent by th, 
layman that there are too many stations, were diseontinued, 
insteaj of representing a boon to the stations th&ét con- 
tinued, it might even represent a calamity. The stations 
would not be adequate in size and facilities ar location 
to take care of the extra business. The men required to 
serve the extra business would be inefficient as they wuld 
be falling over each other. Thus, the investment in the 
stations that would continue would have to be scrapped in 
most instances and new stations built, differently arranged, 
and new equipment added to take care of business more 
rapidly. No saving would be effeeted as extra employes 
would have to be added. Ye would only be depreciating 
existing outlets and accomplishing, through fewer outlets 
at equal or greater expense than at present, the same UG 
service. 

4. Material increase in the volume of business 


put through present stations, due to the rush traffic periods 
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and the congested set-up, etc., in most instances would 
greatly inconvenience motorists, obliging them to wait 
for service an unnecessary and uneconomical length of 
time without any compensating advantage. 

De Then, too, we have the traffic congestion 
possibilities in areas of stations that would be left if 
@ portion of the present facilities was discontinued. 

6. We must also consider that, regardless of 
any possible small excess of stations in any particular 
Breen improved and improving highways will mean a larger 
number -f tourists traveling the highways into Alberta, 
increasing POpu lations will mean an increased number of 
automobiles, and these two factors will soon muke it neceg- 
sary to build even more and better service stations than 
we now have. 

7. It shoutd be kept in mind that arbitrary 
regulation which will limit the number of service stations 
by prohibiting tne building of new ones or restricting the 
humber has a very great tendency to disorganize and throw 
out of gear the whole economic system. YOu are, thus et 
only affecting the service station business but in turn, 
over a period of yesrs, such restriction will mean the 
loss of millions of dollars to labor in the construction 


of stations, to the steel industry, the cement, lumber, and 


920 


real estate industries, the insurance business - in materials 


that would have been furnished in the construction of such 
service stations. This loss means a loss in purchasing 
power in the communities, a lowering of sales of groceries, 
clothing, light, electricity, coal, ete., because of the 
lowered purchasing power of labor and industry in the 
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8. Then, of equal importance with all the 
above, is the matter of catcring to the wants of the people. 
eliervai tl lt is people who make a community, and the busi- 
hess of a large portion of every community is devoted to 
catering to the wants, if not absolute necessities for 
the existence, of the people in thet community. 

We could all do without an automobile or at least 
with the same kind of automobile, wear the same Kind Of 
clothing, g0 without paved Streets, use kerosene lamps 
instead of electricity, walk or ride a horse to work 
instead of using street cars, Climinate grapefruit from our 
breakfasts and exist on a diet of black bread and. Soups 
hecessary; but we believe that the people of Alberta have 

NO desired to ao So. They want something better. The y 
certainly have the same right, wish and choice between the 
different brands of gasoline and different types of services 
rendered at different service stations. This catering 
to the wants of the people is prevalent in CV erV Lane ot 
endeavor. The politician who fails to give the people 
the services in legislation that they want or consider they 
should have soon findg himself back in the civilian ranks, 
replaced by a man who has promised to give the people what 
they want; just as the politician who, through unwise Tete 
leadership or misinterpretation of the wants of the people, 
Sponsoring unwarranted legislation, finds himself turned 
out in favor of someone else. 


SOCIAL EFF UCT OF ELI’ INATION, 


Our discussion of this 
mA ety A! So 2 tn LL YAN lel Ps 


subject to this point has been materialistic and has not 


taken into account any of the social questions involved, 
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Let us assume, for the sake of argument, that there is 

a surplus of types of distributors, of the number of 
persons engaged in the business and also in the facilities 
employed. Let us assume, further, tht suehia premise 
would lead to the eonclusion that distribution, all things 
eonsidered, is not as efficiert us it could be because 

a fewer number could and would perform precisely the same 
service that the sreater number now perform; that, in 
consequence, costs are a bit higher than they would be if 
the surplus could be eliminated. But this is to approach 
the matter from only one point of view: 

To eliminate the surplus and to keep it eliminated 
through government control, it must be admitted, would 
deprive a great many people of their present means of 
livelihood and those who eould not readily be absorbed in 
other employment would become charges of the state. Do we 
not hays at the present time enough of that? ‘Yhat,; may 923 
we ask, is the difference between relief by taxation and 
relief by addition to price? If we endeavored to answer 
this question we might and probably would find that relief 
by taxation is the more expensive of the two. 

Furthermore, may we ask what the social con- 
sequences are of an economy which deprives a citizen of the 
right to sell gasoline if he wishes? What Solomon will 
the people of Alberta select who will determine that 
John Jones should have the right to enga-e in the marketing 
and distribution of petroleum products and that Henry Smith 
Sshoulé not?. 

We naturally wonder if the people of alberta 


have arrived at a state of mind where they are willing to 
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Surrender the freedom of action now enjoyed in exchange 
for what may or may not result ina Slightly less price 
for a single or a few commodities. 

These questions also imply that sliminetion of 
possible services might reduce distributor and dealer 
margins. Could the distributors and dealers, even though 
there were less of them, perform the functions of their 
occupations, pay decent wages to their employes and main- 
tain an adequate standard of living for themselves as well 
on less? Frankly, we do not know. Perhaps they could. 
Perhaps they. could not. The “pertinent questionmicmunie: 

If they could do as well on less under the changed g@ir- 924 
cumstances, how much less? It is safe to say it would mt 
be as much less as many who substitute wishful think ines por 


actual results have often indicated. 


(Page 10,386 follows. ) 
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924 


EFFECTS OF ELIMINATION : Under a Democratic economy, 
OF OUTLETS. : 
whero every man is free to choose 


his occupation, to invest his savings in a garage, a 
service station or in becoming learned in law, if he chooses, 
and is at liberty to risk and lose it, perchance, thare is, 
of necessity, some overlapping of services. It cannot be 
expected nor desired that each shall be fully occupied 
twenty-four hours a day before another is set up. Such 
an economy would not be democratic but dictatorial, and 
it would very greatly change the lives of men. 
Labor has been employed, 
purchasing power provided and distributed in building 
the service stations and garages, in cutting the lumber, 
making the cement, providing transportation, and in 
every prosess from the rew matorials to the finished 
building. Hundreds of psople are employed now in 
operating them, securing therefrom a livelihood. WBither 
a curtailment of present stations or an arbitrary ourtail- 
ment of future building will take from many respectable 
people a source of their living, reduce their living 
standards, and, in many instances, add to the relief 
rolis to be a burden on all the employed. ee 
We submit that neither the 
cost of present outlets nor the cost of operation has 
added, or does add, & single penny to the selling price 
of gasoline. In fact, as is elsewhere herein explained, 
cost alone does not make the selling price. Obviously 
it could not, under a free market and a sompetitivo 


system. Cost affects only profit or loss, not price, 
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were Texas Canada to build 
a million dollar service station in Calgary, it would 
have to sell its gasoline at the seme price others ask 
and get for similar grades if it wished and got any 
business. Perhaps, even at the same price, Texas Canada 
would be unable to get sufficient business to make a 
profit, but Texas Canada would either have to face the 
music, take its loss, or find other sources of profit 
to carry on. It might even lower the price to get 
volume and publicity, but certainly would never try 
raising it. 

In a very. large majority 
of the service stations, garages, grocery stores and 
other places where gasoline is sold in Alberta, it is 
only one of many items - only one department - and, 
-in most cases, the least importent of the business. 
This being so, but a small portion of the cost of space, 
labor, etc., is chargeable against gasoline; yest its 
slimination would very greatly affoct other departments 926 
and cut down the profits of the business, curtail pur- 
‘ehasing power and living standards. 

Today's greatest problem 
is to find ways end méqns of increasing employment rather 
than curtailing it. 

If we assume that there were 
enough unneeded, superfluous and burdensome gasoline a 
outlets in the Provinee to add one cent per gallon to 
the price of gasoline - assuming at the same time that 
the extra cost could be passed on; which is not correct-- 


the elimination of the surplus would mean @ saving to the 
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motorists of Alberta of about 43.95 each. It would 

me@n, also, that the purchasing power of the gasoline 
dealers would decline by some 400,000. Their 

living standards would be lowered by this amounts 

that much less in wages. coal, taxes, electric lights, 
etc., would be bought. Then, too, thousands of dollars 
in investment would be rendered worthless or very greatly 
reduced in value. 

Many operators and dealers 
gO broke now each year. An arbitrary reduction in the 
profit margin on gasoline would hasten and inerease 
this. 4 curtailment of outlets to inerease the volume 
of business through those left, if not followed by a 
reduction in price and per gallon profit, would not 
help the motorists: while a reduction in price sn@ per 
gallon profit would put the dealers left in an even 927 
worse condition than before. They would have the 
increased volume to take care of. which would involve 
additional oxpense, in many instances even enlarged 
facilities, and no additional profit to absorb it = 
perhaps even find their total profit lessened. 

For example, suppose the 
dealer now sells an average of 3,000 gallons por month 
at 4 cents, making $120. After closing up one-third 
of the present outlets. his business goes up one-third. 
He would then sell: 4,000 gallons per month at 3 cents = 
profit 3120. This involves more work, more oxpense, 
the same income. Have you helped? 

what we noed today is more 


freedom, not less: more oppurtunities, not less; more 
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cooperation and understanding, and less, much less, 
dictation. 
928 
Government operation and 
control -- 
MR. FRA.GHY: Have you very much of that? 


Just two pages and a half. This supplements to some 


extent what Mr. Saunders gave but I will read it anyweye 


928 
GOVERNMENT? ORERATIC™ aNb CONTROL 
LNERODUCTIONY. .$ 
: For purposes of this discussion, 


tt will be assumed that the Government has legal power to 
do anything that it pleases. No effort will be. made to 
discuss the subject in the light of known limits to the 


exercise of claimed governmental power. Limitation of 


Power under the Constitution is a legal matter in which 


we are not interested at this time. This discussion 
will be confined to guestions of policy, 
RELATION OF PERFORMANCE +: The examples already given of 


TO FUROCTION. : 
> the petroleum industry's 


accomplishment in past years support the contention that 
the competitive system has resulted in a faithful perforp- 
ance of its function. 

Could a system of government 
regulation do as well? I think not, whether the industry 
be taken over and operatod by Government or whether 
Government regulation be only partial or confined to 
efforts at price making by dictatorial decree. 


ADVANTAGES AND DISADVANTAGES. 
The guestions propounged 


indicate an effort on the part of this Commission to 
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ascertain what the advantages to the people of the 

Provinee would be if the Government took over the 929 
wholesale and retail distribution of petroleum products 

in the rrovince and what the advantages would be if 

it otherwise regulated the industry. 

As we shall shortly 
cemonstrate, the Government could successfully operate 
if-and only if it followed the policy of permitting 
prices to be regulated by economic forces rather than 
by artificial moans. This is precisely what operation 
by private enterprise has accomplished. In consequence 
the taking ower of. the industry would be a futility. 
Furthermore, if the Government took over th3 properties 
of the oil companies and avoided the role of thievery, 
it would of necessity be obligated to pay for the 
properties thus taken. This would create an additional 
burden upon the people and would necessitate assessment 
of taxes for its discharge. we, therefore, can think 
of no possible advantages which could flow from such 
a program. 

The disadvantages would be 
legion. 

le If past experience is 
any criterion, higher prices would result or lower 
prices would be financed from the public treasury. 

ae This would man the 
imposition of higher taxes. 

5, The obligation of paying 


for the proporties thus taken over would mean, as we have 
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previously stated, a like result. 

4. In the end the 
experiment would terminate in colossal failure and in 
a wasteful expenditure of the people's money. 

Government operation, or 
other control of business has been attempted on many 
occasions throughout history, and history has yet to 
record a single instance of success, if the experiment 
has been continued over a sufficiently long period of 
time to warrant a thorough examination of govornment 
performance. 

Plainly, the Government 
of Alberta should avoid the failures of the past; it 
Should look to history for there it will find the 
answer cloquently written that only disadvantages to 
its peorls would flow from governmental operation or 
control of the Fetroleum Industry. 

And that is my submission, 
My Lord. 

THE CHAIRMAN: Thank You. 
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C2 
al 
THER CHAIRMAN: Mre Frawley? 
WRe PRAVLY ; I do not propose to cross- 


examine. Mir. hieltabarger at all but I thought I might 
ask him when he returns for cross~examination to have 
certain things in mind and bring with him certain mat- 
erial and I think I can usefully now put on the record 
just for Mr. Meltabarger's information what I would 
like him to come prepared to discuss, which are rather 
an addition to what he has submitted. I would like you 
to submit your specifications, ir. Meltabarger, of all 
products that you sell in this Province. 

I would like you to be 
good enough to either instruct your customs brokers at 
Calgary to discuss with me freely---+- 

A I have that already. 
WR. MACLECD ; 1°00 not think Vite lesion 
this was handed me this morning but it is merely ap- 
parently extracts from the Customs fct. 

A Will you state what you want. 


MR. FRAWLEY: You Can tandem vue 


i> 


transcript the different things I am going to oall your 
attention to. I would Like you to, I am just putting on 
the record what I would like i.r. seltabarger to have in 


his mind, when we come to G@iscuss it- 


WR.e MACLEOD: I am taking a note of it. 


MiRe FRAWLEY; I would like to have Nr. 


S 


Meltabarger either to instruct his customs brokers, 
Allen and Johnson I understand? 


A Yes. 


Q To discuss with me freely your customs business in 
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2 
respect to the importations and valuations and rules 
which they have or which they have received, or you 
might be good enough to bring one of tho members of 
that firm to the Commission and make a statenent on 
behalf of your company as to just what is involved in 
the importation of gesoline from tiontana, so that we will 
know what those rules are and what those prices are. You 
see my difficulty, tir. Meltabarger, so that you will 
know what I am speaking of, is that other companies pay 
other prices and that is what bothers me. I camnot fol- 
low what is meant by a fair market value when I. en= 
counter instances of different prices. For example 
the 77 Oil Company, which brings in gasnline from Cut 
Bank, a comparable product, pay different prices; when 
{Trimble and Company of Calgary who bring in gasoline 
from Keevin Montana, from the Big \/est Oil Company, 

pay different prices for a comparable product, and would 

like to have before the Commission much more complete 
statements than have been included in iir. Ray's brief, 


in regard to the whole question of the prices at which 


gasoline is valued for duty purposes at Sweetgrass 
Montana for importation into Alberta. 

Now will you tell me 
whether or not, and as I say you can disauss these 
matters when you come back or now as you choose, and 
perhaps to give some other people an opportunity of 
questioning you this morning, beccuse there is a de- 
sire to finish early, you might discuss them when you 
come back, I would like to know whether your company 
alao sells third structure gasoline at certain points in 


Southern Alberta, as does the Imperial, at special dis~- 
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counts below tank waggon prices. By way of example you 
have told me this morning that your posted tank Waggon 
price on the lst of December, 1958, on third structure 
gasoline in Calgary was 14 cents. I know the Imperial's 
price at that time and is today 124 cents by virtue of 
the special discount. You can tell me now whether your 
company does sell gasoline at 12% cents in Lalgary, 

tank waggon, or not, does it or does it not? 

To answer that specifically---- 

Yes? 

EI do not think so. 

You do not think that it does? 

NO. 

Well when you come back at the end of next week or when- 
ever you come back for crossexamination, will you be pre= 
pared to discuss that ? 

Yes. 

Would you obtain from your offikiate in Nontana the per~ 
centage of crude purchased as against the crude ager 
duced that was run to Siidilayin 1358) woaldeyou 
endeavour to find out the reason for the differential 

of 2 cents, the differential, yes, the Bthyl premium 
being 2 cents in the Province of New Brunswick and Nova 
Scotia and 23 cents in the Provinces of Alberta and 
Manitoba and Saskatchewan. 

Well I think I can answer tmt now as well as IE ever can 
probably. 

Yes? 

In the first place that is a negotiated differential. It 


was 2s cents UP until June 15th of last year. 
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where, in what area are you speaking of, now? 

In Nova Scotia. 

Oh yes. 

4nd the situation, in the sale of Hthyl gasoline down 
there is quite different fron what it is in the West. 
The percentage of Ethyl to the regular, there is down 
there about 40% as I understand it, while out in the 
West the percentage is very much less and the cost of 
selling it is much higher, the cost of selling it per 
gallon and that is my understanding. Now you go into 
the United States where they have even larger margins, 
the ratio or percentage of Ethyl to standard or house 
brands of gasoline is sometimes as low as 2 or 3 or 5%, 
and consequently the cost of handling it, the evapor-_ 
ation loss and pump equipment and so forth, is very very 
much greater. 

Is there, does it cost more to sell iithyl gasoline in 
Chicago where the differential, where the rate is 24, 
than it does in Nova Scotia and New Brunswick where it 
is & cents? 

I would say so, yes, because the ratio, the volume per 
pump per service station is very much less. 

Would you venture an opinion to the Commission when you 
return, so far as I am concerned when you return, as to 
how much per gallon a company marketing gasoline in 
flberta should have as a profit? 

I think I answered that; 

You say you think you have now this morning? 


Yes, it would be only my opinion as to what it should be. 
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Q Well the opinion of your company, what it should be 
in this territory? 

A The answer to that question would be this, price should 

be high enough to give the efficient marketer a reasonable 

margin of profit. 

Q Well now what constitutes the efficient narketer? 

A That is a question of definition. 

Ch You do not mean to say, the amount of money that a 
marketer happens to be pouring into the territory? 

A The standard of efficiency is one which would have to 


be neasured by experience in the industry compared with 
others engaged in the same business. 

Q Let me understand, you say them the profits should be 
gauged upon the capital invested by the efficient marke 


eter, he should have a return on his capital of so much. 


percent? 

Not necessarily. 

Then what is it? 

Becaugze he may expend his capital unwisely. 


Yes? 


= © & OD & 


Cost is one factor in fixing price and one only. In 

the race for gallonage in the petroleum industry there 

ls a constant struggle on the part of all companies for 
gallonage and to get that at the lowest possible cost 

to themselves in order to increase their profit; secondly 
the efficient marketer, because of his efficiency, will 
be able to undersell the inefficient marketer and still 
make a profit, while the inefficient marketer is losing 
money» Now we have a statement from that standpoint, 


the price naturally will gravitate to the basis on which 
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the efficient marketer, the most efficient marketer, 

Gan sell his products and make a reasonable profit; other- 
wise he will have to go out of business; secondly the 
inefficient marketer will either have to absorb the 
loss from profits made elsewhere or have to get his price, 
because he will have to get his price under that Canopy 
flaintained by the efficient masketer, and if he ig going 
to make a profit he must get his costs down. 

You think that will be all you can say about it? 

That is all anyone can say about it with any degree of 
certainty. 

It has nothing to do then with the capital invested by 
each particular marketer? 

Not a thing. I may put in a 10 thousand dollar station 
over here on the cornor. i.r. Plotkins may put in e 

4 thousand dollar station on the Opposite corner, paying 
less taxes than I pay, employing, because of the size of 
my facility, fewer men, and still sell more products than 
Lam selling because of the demand for his products, his 
location, his own personality, industry and so forth, and 
I have to meet his price. 

fi was not thinking, perhaps we are at cross-purposes, I 
was not thinking at all of retail distribution, I was 
thinking of tank waggon prices? 

I would say the same thing would apply. 

There is a marketer who supplies the whole of Alberta 
with 284 stations and there is the marketer who supplies 
it with 17, namely yourself, and I want to know whether 
Or not you can make any submission to the Comniission as 


to what should be expressed in cents per gallon, a reastr< 
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able profit in this area uni with this volume? 

Yell so far we have never been able to sake any profit, 
let alone a reagonable one, why. 

Shat would eliminate you from the consideration? 

Why, because we have not oeen able to sell our product at 
&@ price that we can get for it in competition in this 
market, at a cost to us that would enable us to make a 
profit out of that realization. 

Is it too much to ask you, supposing you were, supposi ng 
you had your business on a profit basis, how much Dr Ot 
per gallon would you be content with? 

All we could make. 

THe CHAIRMAN: You cannot be limited as to 
your profits unless you are to be protected as to your 
losses? 

Competition will see that we do not nake very much. 

MRe FRAWLEY: Have you in this material 
a statement of the money invested by way of third party 
leases and cross leases and garage and service stations? 
Wo. ve have a statement of our own investment tut we 
have no statenent as to what the owner of property we 


have leased have invest éd. 


No, no; can you tell me, can you give me a statenent of 


the money invested by your company by way of, directly or 


indirectly, in third party leases and cross leases, 


if it has been done when you come back you can point to 


where that is in the naterial and if it is not there you 


Might bring it with you. 


MR. iACLEOD: Lt think at. Leet here. 


WITNESS: I think it is already in. 
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It nay be? 

In one of these tables. 

I am making no excuse whatever for not Knowing what is 
in your material, let that be understood, the material 
is now being put before me for tho first time? 

eye Tae 

Will you discuss with the Commission when you come back 
the arrangements that you have with the commercial 
consumers and the prices you Charge them? 

tewitl be eleda to do that. 

And the number of commercial accounts which you have? 
Yes. 

Do you know what is meant by the expression "inland 
dealer"? 

It i183 a dealer that is looated away from bulk plant 
facilities. 

Yes, and he is given some preference because he carries 
On some part of the bulk plant agents duties in the 
territory in which he lives? 

Vell there are some instances of tit. 

wow all I want you to do~-~- --~- 

1 would not say "preference", he is given a commission 
for selling at wholesale to others. 

Now if it would not be too much trouble will you bring 
back the schedule showing these inland dealers and the 
classification as to the nature of the equipment which 
each one operates? 

We have none. 


You have no inland dealers? 


No. 
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You have none at all? 

No. 

All right. Now I do not recall whether or not you went 
very fully into the reasons for the favourable price which 


you give at least one of your jobbers, the Artic 


Company, as compared with your own laid down cost in 


Calgary, and I will not stop you anymore now than just 


49 ask you to come prepared to discuss that when you come 


back the Next time 
MAJOR LIPSETT: There is one other point I 


wouid like for you to give us your views on when you 


come back too, Lir. Meltabarger, and that is in connection 


with the policy of the undividea dealer, as an example of 
what I have in mind, take a small town and there is one 
garage init and he has a particular oil agency,is an 
unadiviced dealer; then some competitor wants to go into 
that town; in order to get in you are ina position where 
you have to build a new service station or 4 garage or 
funance a second operation; somebody else wants to go in 
and they have to do the sam thing; somebody else the 
same thing; and you may have a situation where one station 
would be quite sufficiont for the needs of that com= 
munity, yet the public are burdened with the necessity 

of perhaps four distributing stations in that area, 
Simply because the one dealer is prevented by this un« 
divided dealers’ agreement from selling the various prod= 
ucvs that are available. I would just like to have your 
views generally on that type of exsessive investment, if 
it is excessive, in the distribution systen. 

WR.» MACLEOD: He can give that now I pre+ 


BUME » 


Well frankly I think it would require some sonsideration. 
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MR. MACLEOD: You coild give that now, ecouldntt you? 


I think it requires some consideration to answer. 


THE CHAIRMAN; There will be some difficulty about 
divided allegiance? 

No. There are two factors involved in that, probably three, 
One is that especially if it is delivered from some distance, 
we will say, a bulk plant located at some distance, if og 
have a dealer exelusively whose tankage is devoted to your 
products and you can fill his tanks up You could make a 
fill of around, say 500 or 1,000 gallons at a time. But 

if he is a split dealer his requirements are go small that 
you might have to drive say 50 miles to deliver 50 or 100 
gallons of gasoline, and the eost of delivery would be so 
mueh higher. The attempt is to keep the eost of delivery 
down and give the dealer the benefit of it if he will 

give his allegianee to one brand and handle it exclusively 
and handle a larger volume. He gets the benefit of that. 
sut by virtue of doing that he might suffer some loss of 
volume if he has competition from others by doing that. 


However, you are going to think about that? 


Yes, I am going to think about it. 

THE CHAIRMAN: 11 night) Br. Noban. 

MR. NOLAN: I have nothing, thank you. 

THE CHAIRMAN: Mr. Plotkins. 

MR. FRAWLEY; Mr. Plotkins tells me he wants to 


defer his eross-examination. 

MR. PLOTKINS: There is one question that I 
want to request. It is one of the things Mr. Frawley 
asked and I would like to have amplified because I 


believe it has to be in order to be intelligently available 
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to the Commission. That is the method of the specifications. 
I would like Commission counsel to define them and to 
standardize them so that all companies will submit the 
information in like form to be comparable. 

MR. FRAWLEY : I would suggest that Mr. Meltabarger 
inform himself with the nature of .the specifications 
submitted by the Imperial Oil, and submit the same informa- 
tion to me. 

MR. POOTKING: That is simple. The Imperial has 
their specifications, their boiling ranges, for instance, 

in adifferent manner. There are several manners, 
standardized methods of arriving at qualities and the 
industry does accept those different manners. But the 

idea Tis to arrive at one that is acceptable to Sry companies 
for the purpose of presenting data so that when we discuss 
them, as we will, and compare quality, if the boiling 

range is expressed at 122 in one case and 10% in the Cuner 
the Commission will not be able to decide which is which. 

So that we must have a standard method agreeable to all 
companies. The same with what these specifications: shall 
include, whether they shall include gum, vapor pressure 

and a lot of other factors that the Imperial may 

not have in their specifications. For thet reason we 
should standardize them. 

TH! CHATRMAN: Will you"SsSee tous Sav Psor lin 
connecti~n with these matters, Mr. Frawley? 

MR. FRAWLEY: LU TL Ss: Die we rOW Mee eh uiamaeeta crs 
Plotkins would submit to me a form of specification that 
he world like submitted by each company we will consider 


it and see whether or not it can be supplied by the 
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companies. 


MR. MACLEOD: I think Mr. Plotkins with 


Commission eounsel and his experts could decide on the 

form of specifieation. 

THE CHAIRMAN: It is quite easy to see Mr. Plotkinst 
point. 

{ would be very glad to furnish you with a form, showing 

how the specification of gasoline is to be arrived at by 
methods set by the United States Bureau of Standards, 

which all manufacturers use in making their specifications. 
And if each company would furnish them on the same bagis 


they will all be eomparable. 


THE CHAIRMAN : The United States Bureau of Standards? 
26a. Srp, 
MR, FRAWLY: That is exactly what I am asking 


somebody to send me. If you will let me have that farm 

I will see whether Dr. Brow thinks that is complete and 
proper. 

THE CHAIRMAN: Mr. Meltabarger says he will send 
that and if it is a form that is adopted in the United States 
GIT AMCRLGA sities e+ s 8 5 os 

It is used by the Canadian Government. 

And by the Canadian Government, p»rhaps it would be accep table. 
Well, Mr. Macleod? 

MR. 'ACLEOD: Mab 1s all Tor jusy nowes 2 may 
re-examine a-little after eross-examination. 

THE CHAIRMAN : Yes. Well, that appears to be 
SUieVOr vie. present, Br. Meltabarcger. When is it desired 
now thet Mr. Meltabarger return for cross-examination so 

that he may know and plan his time accordingly? 


MR. FRAWLEY: I am in Mr. Meltabarger's hands. 
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He is going away to the Coast and I would like to know 
when he is coming back. 

TH: CHAIRMAN: “hat will suit you? We want to 
meet everybody's convenience as well as we can and keep 
going. 

My own opinion is I will be back here about the 12th of 


July. That is my present plan. 


MR. FRAWLEY: We start with the Bs As on Monday 
morning. 
TH: CHaIRMAN : “sre you satisfied you have plenty 


to keep going with till the 12th of July? 

MR. FRAWLEY: Oh, yes. ‘Ye start next week with 
the British American Oil Company and after that some other 
eieanie 

THe CHAIRMAN: | i know you have plenty more evidence 
to put in, but what I meant was to keep going continuously. 
MR. FRALEY: On, yes. Besides, in any event, 

I have to be guided: by Dr. Fry. He desires some questions 
to be put to Mr. Meltabarger. There will have to be an 
Opportunity. That is why we said the other day that we 
would like that material by the middle of JULY 5) Gal eae oni 
he conveniently to Mr. Saunders prepared earlier than 

that it would be very convenient. ‘These GOpies, I means 

of these briefs. 

Th CHAIRMAN: Have you heard from the Imperial 

and the Be Aw? 

MR. FRAWLEY: No, not definitely yet, Mr. Chairman. 
I may not until the first of the week. I am hoping to 

hear from them and I am sure they will let me know as goon 


as they have definite instructions about it. Mr. Plotkins 
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is the only person who has expressed himself. definitely. 
He is quite content. 

THE CHATRMAN: Anything more this morning then? 
MR. MACLEOD: are you fixing a definite date for 
Mr. Meltabarger? 

MR. FRAWLEY: NOV ise 210 b 

TH: CHAIRMAN : AS I understand it, Mr. Meltabarger 
is at liberty to go with the assurance he will not be 
required before the 12th. of July. We may be in the 
middle of some witness! examination on that date, as you 
understand. But we will let you know about that. I would 
think if you would provide iir. Frawley with this form as 
Soon as conveniently may be before you go away? 

f will do that this afternoon. 

THE CHATRMAN: Perhans ne could rerer sit to. Dri 


Brown if he wishes to. There is nothing more to-day then? 


MR. FRAWLEY: No, there is nothing more. 
THE CHAIRMAN: Then we will adjourn until Monday 
morning. 


(At this stage the Hearing was adjourned until 10:30 A. M, 
July 3rd, 1939.) 
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MR. FRAWLEY; The British American goes 
on this morning, ir. Chairman. 
ing been first duly sworn, examined by lire Harvie said: 

e we iiller, you are an official of the British smerican 
Oil Company? 

& Yes. 

Q Just tell us your present position and your experience 
with that company, please? 

A well at the present time I am General Sales lianager of 
the comap ny, looking after marketing operations for 
Canada. I joined the company in 1921; spent the first 
four years in Manitoba in connection with iianitoba sales, 
or three years rather; went to Saskatchewan in 192% look- 
ing after our sales and marketing in Saskatchewan until 
1920; in 1950 I went back to itanitoba with headquarters 
at Winnipeg, taking charge of our sales and marketing for 
western Canada and in 1936 I was transferred to Toronto 
in charge of sales for Canada which position I am now hola- 
ing. 

(, You have been requested to attend and give an outline of 
the marketing operations of your company before the Gom- 
mission? 

A That is correct. 

a ond you are prepared to do that? 

Yes. 

MR. HakViI a: | lire Chairmen, we propose with 
the brief of the British American Oil Company, that it will 
be presented by two or three witnesses as it flight apply 


and for the purposes of simplification and in view of the 
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fact that all the original Statements were prepared on the 
1957 basis and they have just now be@n brought down to 
the 1938, we propose tn submit the brief in various 
volumes, 1, 2, 5. and I think it will simplify’ matters 
and I would suggest that we might mark each volume as an 
Exhibit, ard then the witness can detail what is in each 
volume and proceed from there. 
TH CHATId.s N: Very good. 
wITNLSS: The first we wish to submit 
is Yolume l. 
(VOLUME 1 OF THE B. A'S. 
BRILF PxODUCLD AND Hib 
ARKLD AS KXHIBIG® "442"). 
WITh BSS Will TD proceed to read this? 
ikke HARVIL: Yes. 
The British American Oil Company=--- 
Just excuse; me, Mir. willer, I think it might be as well 
to outline in a> brief form the contents of Volume 1 first? 
piliciehts “Volume 1 consists of page: IiwipagentaA pacers, 
page 24 consists of a chart showing octane numbers; page 
&, page 34, page 4, page 5 and then five pages covering 
lubricating oil purchased and sales; an bxhibit in con- 
nection with our discounts on lubricating oils, jobbers' 
prices, two pages; service stations gallonage and costs, 
one page; a map showing our new distribution in the 
Province of alberta; our agency agreement form covering our 
agencies, commissions and information in general rel- 
ative to their operation; automotive lubricating oil prices. 
Two pages for that? 
Two pages. Dealers’ quantity discount; lubricating agree- 
ment, dealers' equipment contract; posted tank waggon 


prices on light oils, that is gasoline, kerosene, refined 
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Oils, distillate and deisel fuels; twenty pages covering 
Alberta; the sales agreement made with the dealers cover- 
ing 100% Dealer Contract; the service station lease agree- 
ment which we use in connection with the lessees in leas~ 
ing their service stations and the industrial oil contract 
which we use for contracting industrial oil sales in 
Canada. 

All right, thank you, will you just proceed now, and you 
might start again? 

Page 1, the British American Oil Company is organized to 
manufachure and market all lines of Petroleum Products 

and is the second largest Company in Canada but the largest 
independent Company with wholly Canadian status. 

The British American Oil 
Company is an enterprise strictly 100% Canadian, with 95% 
of the shareholders resident in Canada owning 82% of the 
Corporation's issued capital. 

The Company haS no connect= 
ions in the United States or other countries, but manages 
and operates two fully owned subsidiaries, The British 
American Oil Producing Company and the Toronto Pipe Line 
Company with Head Office at Tulsa, Oklahoma, the first of 
which is organized for the production of crude in numerous 
States and the other for the transportation of such crude 
to marine points. The production of the above Companies 
is sufficient to meet the needs of our Lastern Refineries, 
no crude, excepting in hastern hanitoba, being obtained 
from the United states for the manufacture of Petroleum 


products marketed in Western Canada. 


As a major fully intograted 
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Company owning and controlling production, refining, 
marketing and transportation facilities, we have to 

carry On a country-wide distribution into profitable 
and lean areas alike, in order to properly serve our 
Customers in these communities. 

Commencing with the es- 
tablishment of a warehouse and snall Refinery at 
Toronto in 1906, the business of the Company has grown 
so that it marketed in 1938 approximately 200,000,000 
gallons of Petroleum Products. No attempt will be made 
to describe fully the growth of the Company in detail 
from Coast to Coast, but I will rather confine my remarks 
to the business done in Alberta as distinct from its 
Dominion-wide operations. 

The Company commenced market- 
ing Petroleum Products throughout the Prairie Provinces in 
February, 1921, and by 1927 had completed a distribution 
system through the Prairie Provinces, having a total of 
approximately 600 warehouses which, with the general con- 
ditions obtaining , it was found most economic to operate 
throwh the utilization of commissioned Agents. The above 
bulk points usually comprised a warehouse 20' x 22', of 
metal construction, and storage tanks of 16,000-gallon 
capacity, the number depending on the potential of the 
district. 411 of the above bulk warehouses were located 
On properties leased from Railroads throughout Alberta 
and the Prairis Provinces. 

For many years we were 
naturally confronted with considerable difficulties with ; 
Prairie distribution, due to the climatic conditions re- 


Sulting in long winters with heavy snow, making dis- 
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tribution and transportation difficult, and negligible 
over a period of possibly five months each year. The 
lack of main highways, secondary and rural roads and 

the bad condition of thnse which had been DUA G4 pre 
vented a large increase in the use of motor cars, etc., 
for general transportation purposes, which made a div- 
ision in the total consumption of approximately 85% 
being used for farm agriculture purposes and 15% for the 
urban motor car trade. 

Therefore, due to the pec~ 
uliarity of the market, particularly the seasonal demands, 
and the lack of suitable roads for motor transportation, 
it was necessary to establish this form of wide distrib- 
ution located at frequent intervals on railroad property 
in order to expeditiously meet the pcak demands of 
agriculture. This required large capacity storage used 
mainly during the growing and harvesting seasons. This 
fluctuating demand will be more fully illustrated by 
graphs and other statistical information to be given 
later. At this tine, agriculture was beginning to organize 
operations, resulting for several years in the experimental 
adaption of the tractor for farm operations. 

At the commencement of our 
operations in sAlberta and on the Prairies, for reveral 
years only one grade of Gasolene and Kerosene was necessary. 
However, low prices for agricultural products and the con- 
tinuous change over the period in oHe types of engines and 
other mechanization used for the farm industry, meke it 
necessary for this industry to manufacture and market ad- 
ditional White Products in order to cope with the require- 


ments of the farner, but at the sane time market these at 


Z - y BS ae 
; : e 
ed : : c 
. s, 3 5 : cet : 3s 7 : : : = et 
: + ; . : . , $e e. “ a= 
: = : ‘ 3 *. > 5 a tae - 
st 5 i 73 ‘ 2 z as ry . a. 
; zd 2 : z : 4 cs 
vie : : = : = } d #3 
ea ! ‘ = 
aa ‘ed 2 4 : . : - 
a ~ = . - . e 
: = ; - ° . é z 
2 ; 2 ad = ‘ , 74 s. ; 
ha Sy i . 2s oe By ms . - . 
= ose “ a .. , ~4 7 
-! = a E = 7 i 3 a 2 sets ‘ 
+4 ste Be : és sh se, aa i t eS 7 ee c 4 3 P ~ 
a i 3 : : ee é : : : v oe ‘ “ ¥ ick : 
= : : “ ‘e . a : 
3 : : : pati : ; 2st : 
i py a 2 i = fe : ; 2. 
< z 5 rae (Set a 3 <= fae 4 - 4 
) : ; 3 ie : ve € rs he ce 
; es = ‘ ; : pe a. 
ok art oes ‘4 -- uae < - S ; ; E ; ste ; 
i te ts ‘=e ” = S re C a 
i “ % : : toy ofae sae ors aot a ee j : 2 
ae Le. . i 
“2 5 z “3 e as - = aan 7 - ~ 
: : : : : : : ” o a a ; P Z 
: i £3 es — nee ae , 2 
= ie % oe S - ae ee 
= E : : = - . me 
cs ic. : . 5 i ty 
- fine : : > rete 
< a Ped v4 = nie E 4 , 
* Sen a a ' cine ; at - - : 
ry ae i : fs : ; a * ; ; a : % “a 
5 = ’ ‘ rs . 2 4 a, 
x ms aeeey : ae = = 
+ = A 1 5 we ‘a te NY : 5; : : 
| al es cides - zs ae . : - 3 oo z 2 
i ' a ; 2 + s > * ee = = - 
= thn 4 Sire oY “s ox Le mes & : a 
: ov G as = ‘ r~ ze x ‘ Es = 
4 ; eink S , : e ee aes “4 = A : 
Es oe ms = 2 s ; 
: - =, : a : = Z . - => “e -t 
y i i “ vd : : rs 
= cay et = ¢ 3 : 4 oe ee 
“3 : = : fe < : 
: oa ‘ : 3 ts Sa ‘ 
i v ee ay : { z z ; ; 
- == = (6 . + — . = oe: 
oie ° i = =f ia, = ia 
7 : = : Sai 
‘ . ; a a 
ae = 3 “ : we > ; ‘ s : 
: | me =¥3 = ee) 
, fee 5 ao ; : 
‘ 4 5 as é Pe 79 : 
: + i = % y cage ‘ ‘ 
: ; oe : : baa a we = 
: ; e < 5 : : Le ' 
= - a : ee x -- é, 
Tae : . be “5 f 
ca <= a : S « - 
2, tft 4 ais i ’ : a oe we : 3 
at : : 2s ie Z a = . = . ats 
- aa ; . ee tee = es a ° 
a : * cae -+ re : ig co : = = 2 
ae ee i *: - act pS ~ 2 
red 03 be = ix 3 : : : ed 
: . ave <a ones Fe ae x - ae ce ; a 
: - es eee * ba ae =! ai Oe * a . ~% = , 
md : ca ‘ 
i ai 2 
ne : ; _ : 4 iS : : ; 5 
- at to bi ” 4 es a ‘ - x re re 
ee es ae 2 . F he J a : 
1 t ny - i re ; ; ; 
fasst i z cao : : ; 
’ 2 en ; 
. 3 : ° Foe sy = tise, sis rt 
: ad ; : = : 
rs : . & t : " = 
‘ S 3 . e 4 ‘ 


le 


Q 


He tiiller 


~ 10,411 ~ 


re lowest prices possible to effect economies in their 
operations. Conversely, however, advanced development 
in the automotive industry also created problems by hav- 
ing to provide improved variable specifications in 
Gasolenes. Consequently, in place of one grade of Gas- 
olene and one grade of iefined Oil that took care of 
the motor car, farm engine and tractor requiresents, re- 
sulted in three grades of Gasolene, two types of Dis-~ 
tillate, a heavy and a light Ierosene and Diesel Feul 
being necessary. 

During the past ten years, 
many miles of hard+surfaced highways and superior second- 
ary roads have been constructed. This has definitely in- 
creased consumption of Gasolene by motor cars, trucks and 
buses and changed the division of the consumption fron 
85% farm trade to approximately, at present, 50% farm and 
00% motor car requirements. Unaoubtedly further improve- 
ment in highways, motor car and other siethods of travel 
will take place, creating improved tractors and other farm 
mechanization producing low cost economical equipment, us- 
ing mainly Gasolene, together with other economic conditions, 
will, we cstimate, reduce the percentage of farm consumption 
+o the total sold, placing the balance in favor of motor car 
travel to at least 75% of the total consumed. 

If I might inter ject there I 
would like to say that I think that trend is becomirg more 
rapid or will become more rapid in the next five years than 
it has in thé last five years due to the large econories in 
the type of tractors that are being invented. 


wAJOR LIPSETT: Do these tractors, do you not 
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include them with your farn consumption? 
Yes. 
And still that, you think will go down, Mr. Miller? 
Yes. ifhat I mean by that, iir- Commissioner Lipsett, is 
this,that thenew type of tractor and new type nechanism 
in general now being produced by the manufacturers is 
definitely one which is going to create a demand for, 
probably one product with high grade octane gasoline, which 
Will give them greater power and at the same time create 
more economical operation than the ola types do and whilst 
they will probably do the same amount of work their con- 
Sumption will be that much less but with the improved high- 
ways, the advancement being made in transportation, the 
majority of potential in the future will undoubtedly be 
motor cars, trucks, possibly aeroplanes and so forth. 
Therefore, throughout the 
Prairie Provinees, being in the midst of this transpor- 
tation period and anticipating further improvements in the 
future, we decided to scrap and re-build our past methods 
of distribution as heretofore outlined. Therefore, in the 
Province of Alberta, the 254 former bulk plants on rail- 
road properties are now being discontinued and a new form of 
distribution is partially completed. 
MR. HARVIE: its Miller vousmiehtesjue t 
take that figure, will you please and explain the difference? 
I notice on the map which you have here that it says that we 
have £72 bulk plants in the Province of Alberta which is in-= 
correct. Our total number of, bulk plantain £ipertarie 254, 
Later we will give you the division as to what sare ware- 


houses and what ure tank bulk storage points. 
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Q Minn FRAWLLMY;: I do not want to interrupt 
you, iire hiiller, what do you think caused the mis-infor- 
mation, it is all from your company? 

£ Well that information did not come from us. It did not 
come from me in any case und I do not know how it arrived 
up there. iwaybe sir. Frawley you have, in that number you 
may have the fuel oil licenses which are not being used. 
If that came from the License Departnent I can understand 
why the difference would be there. 

Q It came from the License Department and was given to your 
.-lberta offices and checked by them and some changes made, 
however you say the liste+-- 

fs 204 is the maximum we ever had in the Province of alberta. 

The facilities employed in 
this new form of distribution will consist of: 461 main 
bulk distributing Company~-operated branches located at 
strategic centres which would divide our operations in 
the-Province into $1 zones. These branches will be located 
so that they can be serviced both by rail or road trans- 
portation from our Hefinerie¢s. In these $1 zohes, ap= 
proximately 1000 B-s’ dealers, retailing our products 
through their own or our Company~owned service Stations, 
will be serviced by our Company-owned trucks from these 
branches» As nany as necessary to economically and ef- 
ficiently service the requirements of the farmers in the 
agricultural communities will be equipped with a small 
type warehouse, with sufficient underground storage tanks, 
together with other necessary facilities for this purpose. 
These are being placed immediately adjacent to our 


dealer's places of business or retail outlets that are 
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Owned by our Company, whichever the Gase may be. 

In connection with these 
ol zones covering our new distribution I would refer you 
to the map which we have attached there. It shows our 
zones and it shows the main branch points where suf- 
ficient capacity Plants will be erected. As a matter of 
fact ure being erected and nearly completed, which will 
serve these various zones in the Province of Alberta. I 
might also say that that same class of distribution would 
apply in Western Canada, both lhanitoba and Saskatchewan 


as well as ilberta. 


Q MAJOR LIPSETT: 4£re those zones marked with 
&@ square?. 
A The various colours there, hir. Commissioner. 


Oh, the colours are the zones? 
The colours are the zones and those are the meia branch 
points. 

Q wiRe FRAWLEY; again IT -do not want. toyine 


terrupt you but you have an area here for Brooks, a zone 


at Brooks? 
A Yes. 
Q Now what are all these points, do they mean , look at Brooks 


for instance, there is Cassils, Macbeth, Bantry, Tilley, 
Mezekum, are those all bulk points? 

A No, MR. Frawley. The only bulk points on that map are those 
shown with the square around the name which is Brooks it- 
self; the other points on that map, it just happened to be 
@ road map or a railway map I would say, and these points 
are of no consequence as shown thereon. The only bulk 


plants which we will have will be located at these 31 
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points as shown, Lacombe, Red Deer, Didsbury, Drumheller, 
Stettler, Coronation, Lethbridge and so forth. 

Yes, and none of these, these mean nothing at all in the 
B. A» marketing organization, these points which are shown 
on this map other than the special points which are ex- 
pressly designated with the regtangular square or with a 
rectangle? 

I do not understand. 

Now take Brooks again, iir. willer? 

Yes. 

Do any of these points that I have named, do they mean 
anything at all or is it just somebody's map you used? 
NO, they dO not méan a-thing, mr. Frawley. As 1 sara 

we got the map and they are uniform, standard, and all 
we have tried to do there is to colour that map showing 
the 21 zones that we will have in the Province of Alberta 
and also showing the ¢1l main branch points that will 
supply those zones with our equipment. 

There is no attempt to show the other wholesale outlets 
you are going to operate, on this map? 

There will not be any. 

MRe HARVIL: It is just that you are 
consolidating your present 254 bulk stations into dl 
branch stations? 

That is correct. 

And will be where your bulk storage is kept? 

Quite right. 

And your storage from within or your distribution within 
the Brooks branch agencies will be from out of Brooks by 
motor truck or other means to what you now call your com- 


binetion sites in the various villages and towns in that 
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district? 
Fi That is right. In other words out of lrooks our branch at 


Brooks will supply that entire area there marked green. 


& 


whe FRAWLLY: vO you intend at some tine, 

wire Miller, to indicate how many wholesale outlets you in- 

tend to have in this green brooks area? 

A dell I think I cover that in this brief but I can say this, 
that the only combinations or what we would say, the only 
farm wholesale outlets that will bo added in the Province 
will be according to necessity, economy, to take care of re= 
quirements of these particular districts; where there is no 
farming operation we will not have any farm storage. I think 
I cover that further on. 

Q I see, there is, I do not want to interrupt you if you are 

covering it, but E want to know if wu will have something 
from you to cover all your 254 or however many you have now, 
wholesales outlets? 


The £54 agency points which we fomerly had, where we had 


Hes 


bulk plants consisting of a warehouse and tank, are all 
Washed out. 

Q Yes? 

é ind we have supplemented those with 31 main bulk distribute 
ing plants. 

Q well I think it is worth while just staying with you for « 
few minutes just to olear up, how many stutions in the 
FroVince of Alberta will the British American Oil Company 
have for petroleum products for sele by wholesale in what= 
ever kind or manner of operation, at how many places ean a 


farner go with his truck and get petroleum products by 


wholesale? 
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A 


v@ll, Mr. Yrawley, I would like to answer that Torvow 
but I cannot give you the definite number. We are in 

a transition period now, and I may say this, and this 

may help to answer your Question, where we had 254 

points originally, every one of those points will be a 
wholesale point to the farmers under the new forn of 
distribution but of a different tyne. 

est 

To that, we will add others, 

Because you will have, although you say that this is 
wrong now, and that there are not the 272 - you see, 

here is one point, and thet is why I asked ebout Brooks ~ 
You have a slace at Rolling Hills where the §. I. D. is 
establishing @& colony there at Rolling Hills. You have 
erplace,wl'cao 10% know what you call it, ‘but/iP as 4 milec? 
at Which »netroleum scroducts are available for sale at 
wholesale? 

"“e have no Hlace-av Rolling Hilis, 

Well, your Alberta Manager wrote it in on my List and I 
had a long talk with him about it, and he said he was 
establishing a point at Rolling Hills where gasoline would 
be available by wholesale? 

Mo; team 

Well, we will certainly heave to get together, Mr. Harvie, 
and check all these statements? 

There may be a dealer at Rolling Hills seiling to the 
farmers. 

At wholesale? 

But as far as we are concerned, we have no »nlant or place 
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any more, because we will have to straighten it all out. 

A I will be very glad to give you all the information you 
want in connection with this, PO erbhites not completely 
clarified in the report. 

MR. HARVIE: Ef think possibly that 

any misunderstanding or any mistakes in that connection 

are due to the fact that e yesr ago this new scheme was 
contemplated and tried to be put in effect about last 
August. as early as last August, there were some apolica- 
tions made to the government department for licenses 
some of which were not granted, and some were. As a 
matter of fact at the present time comparatively few have 
been granted. There may be duplication one way or the other 
in thet way. 

BR. teas DLy: we Can Strarshten Lt vallvout? 

A Yes. 

This policy of distribution will make it possible for us to 
supply the reaquirements of the farmers during all seasons 
of the yeer, including the peak load, in an efficient manner, 
It offers greater convenience than the old type of distribu- 
tion, inasmuch as during bad weather when trucks may not be 
able to reach the farmers, they will be readily accessible 
to enable the farmers to picx up their requirements without 
having to travel the great distances necessary sometimes 
today. As the dealer will also act as our distributor, he 
will be able to service the farmer requirements expedi- 
tiously, as his place of business will naturally be open 

at all hours throughout the year. This will eliminate the 

unnecessary delay many farmers are now confronted with after 


travelling long distances to pick up their requirements from 
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fron the old type of distribution, sometimes finding, 
after thoy arrive at the plant, that the Agent is in 
the country. 

Co-inciding with the change 
in distribution referred to above was the centralization of 
management and staff for ~estern Canada at Regina, retaining 
@ minimum of staff to manage and Supervise Alberta distribu- 
tion. This has resulted in a material reduchionm) inustetr 
employed in Alberta. Our new scheme of distribution has 
been evolved in compliance with the indicated desire of 
the Alberta Gowernment Authorities, dictated by necessity and 
asis aeresult of regulations sugsested. 

"e@ also believe that the 
period is now past when the multiplicity of white products 
as heretofore necessary will be required, which will permit us 
to revert back to the period when a lesser number of these 
are required or desirable. Naturally this vrogress will be 
slow for a year or two but, unless hampered, is something 
that we can anticipate as an objective for the future that 
ean be reached. 

Since preparing pmien, 
we note the question of octane has come up and we would 
like to add our views: 

Im answer vo ther gues uion 
as to the necessity of Premiun Fuels or the limitation 
of Gasolene specifications to the present “@" Brand: 

The elimination of Premium 
Brands on account of their small percentage to the total 
in Alberta, will have no appreciable effect in 


sales 


increcsing efficiency or economy in the marketing of 
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standard brands. I do not consider there is any large 
profit in the sale of fremium Gesolene and no doubt the 
spread covers the additionel cost. 

Premium Fuels are necessary 
in order to meet public demands, brought about by the im-roved 
performance, acceleration and increased power of Premium 
Fuels in the modern automotive engine. The limitations of 
Premium Fuels to present *@” Brands will no doubt cause 
considerable dissatisfection to tourists desiring Premium 
Fuels for most effective operation and performance in their 
motors, without change or adjustment to their engines, which 
hes been adopted to meet conditions in other locations, 

Local regula tions will not be 
effective in the retardation of the trend or progress in tke 
art of automotive design and the necessity of high octane 
PUCLScLOT tel rimost efficientwoperetion. 

The advantage of improved 
Gasolene is a»nparent in improved design of automotive 
and aviation engines, their more economic desien and 
operstion giving greater power per pound of material, or 
CUubde eres of piston displacement... In 19L/, an automobile 
engine in a first-class machine, had a weight of anrox- 
imately 1,325 Lbs. forthe development, of 65H. Pp. In 
1939, the design of an engine had so far develoved thet 
one of 205 lbs. was capable of gsenerstirte 150, 0. f., requir- 
ing high octane Gasolene for its maximum performance, giving 
more effective operation with more miles per sallon and 
ereater acceler: tion at a less cost to the user. 

Conservation of crude is an 


important factor in the manufacture of hich octane Gesolene 
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by the higher recovery due to such process at the 

expense of increased capital and cost in Refinery operea- 
tions. The improvement in Casolene, it is reported, has 
resulted in an economy of 1,250,000,000 barrels per annum 
in 1956 for the same Gasgolene production due to thermal 
eracking and production of higher octane fuels. 

Naturelly, the setting of 
standards by any one Province would be detrimental to their 
interests. As far as the automotive industry is concerned, 
it is not a Provincial or even a Dominion question inasmuch 
as their trade today is international, but if we set standards 
for any one Province, or the Dominion as a whole, how are you 
going to take care of the 5,000,000 Aerican cars thet enter 
Canada ecch year? 

Our opinion would be that the 
minimum grades that could be used in Canade would pe two 


and the reason is that the eaeverage age of a motor car in 


Ganada today would probably be six years, and as there is a 
definite increase in the cost of producing a higher octane 
fuel, the older cars would not wish to be assessed with this 
difference, but naturally the new tyne cars, from an economic 
standpoint, would be willing to vay the difference between 
one which rould be unsatisfactory to’ that of one giving the 
satisfaction required. 

There are just a few thoughts, 
that, as I say, I gave to the question of octane fuel, and 
I think like many other things in this industry it is 
practically an impossibility today, when our traffic is 
becoming not only Dominion-wide, our inter-provincial 


traffic today is increasing rapidly every year, but 
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not only that, but your international trade bac kwards 

and forwards is also increasing very repidly, which the 
figures show. To that we just included Chart Number 2-4. 
THE CHATRMAN : How would this standardiza- 
tion work out as a difficulty in connection with cars say 
from the United otetes if any of those standards described 
were comparable with those commonly used in the United 
states? 

relly hawitll say this, Mr. Chairman, I think at the present 
time they have similar fuel over there to what we have here. 
But undoubtedly the compression ratio is inoreasing in 
motor cars every year, and the octens, therefore, must 
necessarily: increase, and if motorists with up-to-date, 

high compression cars find themselves in a territory where 
there is no product available suitable to their motor, they 
Ere colina t¢ be in a pretty tough spot, 

That is, presupposing that these grades would not permit of 
that kind of fuel being included amongst it. The suggestion 
in regard to grades, as I understand it, is that it makes 
for standardization. That is to say, suppose you have a 
product that has a certain octane rating - distinguished by 
any other means you like - would it not be an advantage that 


no one else could purport to sell that same product or a 


comparable one when it really was something quite inferior? 


I am speaking from the view-point of, or rather my idea was, 
I understood that there was some talk of possibly having 
one grade of gasoline, It might be 74 octane. ‘hat I wish 
to convey is this, that if you are going to have 74 octane 


in the Province of Alberta and cars from the United States 


or other parts of Canada coming into this Province that 
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could not use less than 80 octane, then you are putting 
those peonle to considerable inconvenience. 

& Yes? 

& I go back probably ten years or a little less than that 
when Chrysler brought out his Red Head Motor, and at thet 
time they sold that car with two heeds. One had a High 

compression head, and one was a low-compression head, and 
motorists had the option of using either. TI remember in 
Winnipeg, and there were meny parts of Manitoba, where the 
Fremium Fuels or high octane fuels were available, and some 
of those motorists left the city of Winnipeg and Manitoba 
and proceeded west where there was a scarcity of high 
Octane representation. They got all kinds of Guo ULCULEY 
and trouble which necessitated often going so far as 
Changing the present head of the motor to the other tyne 
which gave them low compression and permitted them to use 
the fuel that was aveileble. 

@, What would you think of standardization as such assuming 
that the various ranges are carried which would accommoéate 
tie Ordinary car. Thetis to say, 1f & man wants to pay the 
price designated in some fashion by grade 4 gasoline. T\ould 
everyone who wishes to sell be able to sey that he has 
erede A gasoline, that is, gasoline that measures up to the 
standard fixed for grade «a? 

A YE think) standardization is all right, as long as your stand- 
ardization is besed on the minimum and not the maximum. 
Insotheriwords, tyou would: have to ss. sey, tom your", 
brand gasoline a minimum thet might be 75 octane, and then 


for your “thyl gasoline a minimum of 80, and your aviation 
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gasoline, you would have to set your minimum from 83 to 

87, as the case may be. But as I see this picture, the 
rapid advancement that has been made in increased octane 
and Premium Fuels, looking to the future, I think they 

ere going to still increase very TEDIGLy. le titi ar 

the next few years where we use 7% octane gasOline today, 
for a motor car, the average motor car, you are going to 
have 80 before we know it. ‘here we are probably using 

80 in some motor cars today, you are going up to 85 and 90. 
It is not any more than three or four years since aviation 
fuel was around 70. Today they are talking 100 octane, and 
they are using 1cO octane. “‘e are manufacturing 100 octane 
rignt today in Toronto for aviation purposes. Now the 
draft there on 2-A gives you some illustration as to what 

I have just said inasmuch as you will note there in 192” 
the average octane was 50 and it has gradually inoreased 
until today the standard 'Q" Brand gasoline is approximately 


75 octane. 


MR. COMMISSIONER LIPSETT: (ral tenn Tacs 
MR. HARVIE: At the end of this Chart, 
Dnuwe Caer iaee 


PetwT i.e bub it) ts running higher than Shato Nove ki S 


running about 73%. In any case, that is what we are selling, 


MR. COMMISSIONER LIPSETT: I do not know if you will tome 
it efterward, and if so, do not bother about it now. 

But if you are passing from it, I would be glad if you would 
give us a little more information about this new distribution 


system of 31 districts. You hed 204 bulk plants previously. 


Now you have changed that into Sl districtss ob do now know 


if = can picture the system? 
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A Well, that has been done to create what we feel will be 
eventual economy, and at the same time, to give greater 
serviceability to the famming communities as against our 
previous operations. Our previous operations consisted 
of these bulk plants located on railway property. “1 will 
give you evidence later on showing how the trend of the 
business over the years has been, whereby I can I think 
satisfy you that these changes were necessary. Today 
with your imvroved highvays, with your faster and more 
efficient trucks carrying preater loads, our thought is 
that as far as farming communities are concerned that the 
storage facilities that we will provide in these communi- 
Ties will be greater in number but lesser in capacity, 
because we can give immediate service every day to these 
plantS<«\In other words, our purpose is to cover the entire 
Province both from a retail stand-point and from a whole- 
sale stend-point as far as the farmer is concerned, Making 
our products available to the farmer everywhere in the 
Province where it is necessary, and so thet he can pick 
these up in the most economic manner when he could not get 
delivery eny other way. The farmer today in alberta, 
notwithstending the fact that there are as you see here 
1,939 bulk plants, many farmers in this province have to 
geo 15 to 25 miles with their wagon tO pickup tie i 
requirements for farm operation in many areas in this 


province today. 


i} Tre new system will be 31 districts with a large capacity 
plant? 
A ol zones. 


In your headquarters in these zones? 
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A Tier sar ent. 

q Then you distribute that yourself to these See UOED avn 6 
stations? 

A TOS. STs 
From these headquarter mapene 

A Yes, we supzly all our dealers from these main prenches 
and the number of those dealers where it is necessary will 
have wholesale facilities in connection with their business 
to supply the farmer his requirements. 

Q The farmer, then, instead of going to the previous 254 
plants will now go to any of the 1,000 B. A. dealers? 

A Yes, sir, or what trercentage of these B. A. dealers we feel 
it is necessary to keep wholesale bulk with. “‘e might 
determine it is only possible for 500. of those dealers 
where there is sufficient demand to warrant attaching 
wholesale facilities to his retail facilities to suprly 
the farmer. 

Q But the previous 254 points where the farmer could buy 
wholesale, that will undoubtedly be increased perhaps 


to 500 and perhaps more, is that the idea? 


A Les sit « 
G Thank you. 
A Now we are back to Fage 3. 


VNU SULT Meow ena der ou: 
Valley Crude Oil became available, which our Company 
particinated in locating in Turner Valley by assisting 
tO complete Turner Valley Royalties, which was the first 
erude producing well, in June, 1936, our entire requirements 
of “hite Products and Fuel Oils were refined ond shipped 


from our Refinery et Coutts, Alberta. These products were 
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manufactured from Montane Crude which we either 
produced or purchased and tranported to our Refinery by 
our own pipe line from our own storage facilities in the 
State of Montana. 

realizing the desirability 
on the part of the consumers in the Frovince of Alberta 
and being desirous with them to use Petroleum froducts 
refined from Sure own natural resources, we arranged by 
contract to have our Turner Valley Crude Onn a ke Pe es 
processed by Imperial Oil Limited at Calgary, with the excep- 
tion of a three-month period, during which our Coutts 
Refinery operated. This arrangement continued until May, 
LoO9, when we com»leted the erection of a modern Refinery 
at Calgary, which is now suyplying our total requirements 
of White Products for the Provinee of Alberta, British 
Columbia, and parts of Sasketchewan. 

“hen I say Saskatchewan, 
it is just the western section of Saskatchewan. The balance 
of Saskatchewan is supnlied from our Refinery at Moose Jay, 
Saskatchewan. 

Our Lubricating Oils are 
imported - Pennzoil Motor Oil from the Pennzoil Company 
Deol L ty.) Pa.) and z2Utolene Motor Olls Trom Chicago. 

Not operating a Lubricating Oil plant to produce these 
types of Lubricants - that is automotive lubricants - 

and being desirous:of sunplying a uniform product of one 
specification only, from Coast to Coast, we entered into 
arrangements for our supplies accordingly. Chicago being 
strategically located, permits of us making distribution 


from Coast to Coast of ow Motor Oils which are refined 
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from a special crude, under an exclusive patented process, 


to our specifications, and which are distributed and sold 


exclusively by our Company in Canada. 


As at December, 1933, 


our equipment used and personnel employed in our direct 


warketing operations in the Frovince of Alberta, were as 


follows: 


Main office buildings, Calgery and Edmonton 2 


Netmedivisional bulz plants, Calgary and Gdmonton 92 


Number 


Number 
Number 
Number 
Number 
Number 
Number 
Number 


Number 


of bulk plants, comprising tanks end 


warehouses ZN 
of warehouses, less tanks 42 
of Comnany-owned Trucks LD 
of steel barrels 41,983 
OTe cL ice start 40 
of Salesmen LO 
of szuditors 4 
of Vana gement 6 
of Company-owned Service Stations 27 


Number ad warehouse and other salaried employees 30 


All motor car equipment used 


by our selling organization and auditors, is owned and povided 


by the Company. 
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SUMMARY OF SALES YEAR 1938 


CALGARY AND EDMONTON CITIES 


r) iEete Peerless 
Nevr Nox % Gaso. % Bthyl 


algary & Edmonton Dealers 405382 57 87155 12 21876 
37% 32% 3S 6% 

algary & Edmonton SerStns 672688 53 152745 13 430795 
61% 56% 66.1% 

algery & Edmonton Farm 26315 43 36316 54 2190 
gf 


2% 12% ~ 3% 


1,104,385 273,216 651,655 


ALL Motor 
% Gaso. Lub.Oils Gre 


31 711297 21476 27009 
35% A7% 79% 

34 1256138 22071 4113 
62% A8% 12% 

3 61821 2141 2844 


BI, 5% 99 


2,029,256 45,688 33, 


4 oo 


Q MR. COMMISSIONER LIPSETT: are those your own service stations 


as distinct from dealers who have service stations? 


A ress :Siurl. 


(Go to Page 10,430) 
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In other words, out of all the total sales to dealers 
in Edmonton and Calgary 57% was Nevr-Nox and out of the 
totel Nawr-Nox sales in Edmonton and Calgary 37% were 
sold to dealers. 

Page 4, the following are 
our sales in the Province of Alberta for the year 1938; 
first of all, I give you the direct sales, gasolene, 
Nevr-Nox, 6,201,887; Peerlcss Ethyl 1,605,720 gallons, 
Direct Sales, that is Tank wagon? 
Direct Sales, tank wagon. 
MAJOR LIPSETT: That is to dealers distinct 
from your own service stations? 
No, Sir, that would includo everything in tank wagon, 
to our stations or to dealers. 

Peerless Ethyl 1,605,720; 
British American Motor Gasolene 4,618,454 gallons; 
Lighting Naphtha, Solvents, ete. 246,983 gallons; 
Turner Valley Naphtha 253,481 gallons, which makes 

total gallon sales of 12,926,425, direct tank wagon 

business. 

Gasolene sales to jobbers. 
Nevr-Nox 2,479,735 gallons; Pesrisss Ethyl Gasolene 
637,857 Bal one. British American Motor Gasolene 
2,980,294 gallons; Lighting Naphtha. Solvents, 
ete. 31,598 gallons; Turnor Valley Naphtha 150,842 
gallons, making the total sales of gasolene to the 
jobbers 6,260,506 gallons. 
MAJOR LIPSETT: Would that be motor 
gasolene, is that different from the white g.solene? 


That is the white gasolene, Sir, that is our trade name 


" 


C 
B 
4 


ae 


> O FF D & 


He 


Miller 
210,431 


for it. 
In the Calgary and Edmonton figure you call it "white 
gasolene", is that the same product, on Page 3a? 
Yes, that should have been shown es "British American 
Motor Gasolene"™. 
It is the same thing? 
YESo 
The tcetal sales of gasolene, Nevr-N my 8)681,622) ga lions; 
Peerless Ethyl 2,243,577 gallons, British Amerisan Motor 
Gasolene 7,598,648 gallons; Lighting Naphtha, Solvents, 
Ete. 478,581 gallons; Turner Valley Naphtha 384,303 
gallons, making a grand total of 19,186,731 gallons of 
gasolene. 

Percontago light brand to the 
total sold is as follows, Nevr-lox Gasolene 45.25%; 
Peerless Ethyl 11.70%; British American Motor Gasolene 
39.60%, Lighting Naphtha, Solvents, Etc. 1.45%; Turner 
Valley Naphtha 2.00%. 
MAJOR LIPSETT?: I am sorry to interrupt you 
again, Mr. Miller, these figures on Page 4 for the Province 
of Alberta, do they include the figures on Page 3a for the 
two cities? 
16s, this is our total picture. 
Including those two cities? 
Yes. 
Thank You. 
Refined Oils, Direct Sales, Tank wagon, 482,385 gallons; 
Distillate 822,588 gallons; Fuel Oil Light 103,695 gellons:; 
Bunker “C" Fuel Oil 2,675,872 gallons; Asphalt 865,329 
gallons; Lubricating Oils 484,11@ gallons; Sundry Products 


57,848 gallons. 
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The Refined Oils Sales to 
the jobbers were as follows: Refined Oils 147,651 
gallons; Distillate 445,672 gallons; Fuel: Oil Light 
98,742 gallons; no Bunker, no Asphalt, Lubricating Oils 
2,605 gallons; Sundry Products 46 gallons, making a 
grand tutel of refined oils: Refined Oils 630,036 
galions; Distillate 1,268,260 gallons; Fuel Oil Light 
202,457 gallons; Bunker Fuel Oil 2,675,872; Asphalt 
865,329 gailons; Lubricating Oils 486.765 gallons; 
Sundry Products 57,894 gallons, making total tank wagon, 
direct wagon sales of 18,418,254 gallons. Jcbbers total 
Light Oil sales being 6,955,070 gallons with a grand 
total of combined tank wagon and jobbers sales 25,573,324 
gallons. 
All our agencies were operated 
on a Gommission basis, being paid rates of commissions 
as follows: under certain terms and conditions as 
expressed more fully in our Agenoy s4greement; 
Peerless Ethyl and 
Nevro-Nox Gesolenes 
and Kerosenes 4 lg per gallon to dealers 
at the Ageney town. 
2t¢ per gallon to dealers at 
adjacent towns other than the 
town where the agency is 
located. 
Sales to farmers, 2%¢ per 
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Distillate and Sritish 

Motor Gasolene (Third 

Grade Structures: lg per gellon to dealers at 
the Agency town, 
ag per gallon to farmers or 
dealers and other consumers 
at adjacent towns other than 
the Agency points. 

Q MAJOR LIPESETT: ‘ould that be the commission 
rate for the 41 points in the future? 

A “611 the commission rate in the future is changed entirely. 
Piss toDecember, 1948. Sir. 

Lubricating Oils as Terms and prices as expressed in 
follows: Lubricating Oil Contract attachec. 
Penzoil, Autolene 
Motor Oil and British 
Motor O41; o¢g per gallon 
Mise. Lubricating Oils: 25¢ per gallon. 
Greases 3; lg per pound to all dealers. 

oH MRo PRAWLGY: Mr. Miller, are you passing 
from your commission arrangements on white products? 

4 Am ET pasSsingaccaosess 

Q You went over the page? 

b I am giving you all the commission rates right all the 
way through on all products according to our commission 
agreement attached. 

Q Yes, but Commissioner Lipsett put it to you a moment 


ago, you are speaking in the past tense here at the 
bottom of Page 4 and you said it is all changed now 

as to the future; are you submitting anything further 
to the Commission other than these two peragraphs on 


the question of commissions on white products? 
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S Theat is as the picture was at December 1938. 


q Yes, but you seo, I think, as I say I do not want to take 
up time uselessly but I think your whole new marketing set- 
up has to be explained, Mr. Miller. Maybe you intend to 
do it before you finish? 

4 Very glad to answer anything you want to know. 

Q Then I will weit until you finish and I think it will have 
to be done, apart from answering questions, boecausse there 
is a lot of confusion about this new system, JI have been 
getting eae lot of different answers, and I think the only 
way to do is to sit down with Mr. Harvie and yourself 
and talk about it rather than take time here and then if 
necessary you can come in and supplement your submission. 

db I will be very glad to. Mr. Frawley, and I said before 
I think it is line with the proposals and ths Suggestions 


which have been made to us, 


Q This new marketing system? 
v2) Yese 
Q Oh sure, do not let us have eny misunderstanding, I am not 


quarreling with you. 
MR. HARVIE: Wo WL) bel very glad to site in 
and work nut eny misunderstanding. 
WITNESS: The same rates of commissions 
On Lubricating Oils apply where sold to farmers, except 
Agent receives additional remuneration of 7¢ per gallon 
to cover selling and transportation expenses. 

Lubricating O11 and Misce]lan- 


eous Merchandise, together with Greases, are sold at prices 
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and under conditions as expressed in our Lubricating Oil 
Contract submitted. 

Not including our Company- 
owned “Service Stations, we sell and supply, in the 
Province of Alberta, 800 Dezlers who have underground 
storage tanks end pumps, together with other retail 
facilities [or supplying the motor car trade. in 
additicn, we sell approximately 680 other merchants their 
Petroleum requirements, who purchase such requirements 
in steel barrels or cases, The number of farmer and 
other consumer customers that we sell and supply in the 
Province of Alberte is approximately 12,000; 

All retail Gasolene dispensing 
pumps, underground storage tanks, tozether with other 
equipment for retailing to the motor car trade, are pur- 
chased and ovined by the dealers. These are either pur- 
chased direct from the manufacturers or from oux Company, 
and if from us, on a basis of 10% cash, balance being 
spread over a period of 60 equal monthly payments, or a 
period of five years, without interest. This policy 
assists to curb unnecessary reteil outlets which would 
be the case if equipment was loaned, as has been the 
policy in many parts of the United States. 

I think I had better clarify 
that paragraph a bit, Mr. Frawley, and say that, 
while I do not know, there may be a few pumps and tanks 
on loin but it would be very fow. Lf you would like «a 
record of them we would be very glad to give them to you. 


Nios HAS) SUY ¢ Thank You. 
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WITNESS: Our prices on White Products 
are based on Calgary plus freight to destination according 
to price lists as submitted for all points we operate in 
the Province of Alberta, with the exception of points as 
shown therein where competitive allowances have been put 
into effect. 

White Products are sold at 
tank wagon prices to both dealers, consumers and far.1ers, 
the dealer receiving a discount of lg per gallon providing 
he is purchasing exclusively his White Products from our 
Company aS expressed in Sales Agreement, Form SoD. 27 
Western, attached. 

The following as shown on the 
attached document, is a schedule of lubricating Oils and 
Miscellaneous Products sold in the Frovince of Alberta 
for the year 1938, showing the brands, source of supply, 
cost price f-o.b. our shipping point, Calgary and 
Edmonten, containers, selling price per gallon, discount 
allowed at time of purchase, quantity sceld, together with 
Summary of sales values, marketing expenses and net 
profits, this summary showing the total gallons sold at 
average selling price at sales value, freight, marketing 
cost, administration cost, net realization at shipping 
point, cost of commodities sold together with net profit, 

There are five pages of that 
we are submitting. 

MR. HARVIE: ‘“iould you like those read in, 
Mr. Cheirman, they are part of the bxhibit. Maybe 
Mr. Miller can explain in a general way what they arse. 
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nu purpose, Mr. Frawley, in reading each one of these? 

MR. FRALEY: No. They are Lubricating 
Olls and Industrial Oils and so on? 

“ell, they cover our range here. As a matter of sfact 
the order conforms with the nocessary reguirements of 

the automotive industry. “e have to carry @rd markct 

a8 grades of automotive lubricants, not including greeses, 
to take care of the total requirements, and including the 
industrial wo carry and market a total of 170 brands, none 
of which are superfluous. The schedule first of all 
shows the automotive oils and when I say automotive oils 

Il refer to the oils used for cars and tractors. The 
other below that ts the miscellanecus, industrial and 
agricultural oils, going through to Page 3. 

Page 4 shows the greases and 
Sundry petroleum products and our brand name. 

Page 5 shows the anti-freeze 
and the schedule as a whole shows the source of supply. 
cost price f.o-b. Calgary and Edmonton, the selling prico 

per gallon, discount allowed at time of purchase and in 
the finel analysis on Page 5 we give you a summary of 
seles value and marketing expenses of those products, 
togethor with the quantities sold. 
MAJOR LIPSETT: Are those items on Pages 2, 3 
and 4,tho Canadian source of supply, are they your own 
manufacture? 

Some are, Sir, yes, and some we buy. In other words, 

it shows there in the summary the lubricating oils sold 
wore 486,765 gallons, the average selling price was 71.90, 


sales value was »349,965.67; the freight was $81,077.09; 
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the marketing cost 373,448.67; the administration cost 
$16,215.89; net realization at shipping point ,179,224.02; 
cost of commodities sold g122.834.36, leaving a net profit 
of $56,489.66. 

Greases and anti-freeze, 
gallons sold 57,894; average selling price was 9.548; 
sales value was ~54,118.89; the freight was 49,570.02; 
the marketing costs was $11.205.26; administration costs 
of $2,496.13; the net realization at shipping point 
930,847.48;the cost of commoditics sold was $33,451.41, 
Showing a net loss of ($2,605.93. 

Miscellaneous items and 
equipment, sales value $36,514-03; net realization at 
shipping point $36,514,;03; cost of commodities sold 
$32,758.40 and @ net profit of 93,755.63, giving you a 
grand total of total gallons 544,659 gallons: sales 
value $440,598.59; with freight of 90,647.11 and marketing 
costs of $84,653.93; administration costs of 418,712.02} 
the net realization at shipping point y246,585.53, showing 
the cost of the commodities of ,189,044-17, with a net 
profit of 57,541.36, or approximately 10 cents a gallone 

Q MAJOR LIPSETT: How is the marketing cost of 
the lubricating oils arrived at, Mr- Miller, is that ona 
percentage basis of the total gallonago? 

B:) Wo, cir, .t is, first of all it deponds on our, agoncy 
commissions come into the picture. those are paid, there 
is our freight, there is the cost of administration, that 
is the office, salesmen. 

Q They are both separate items, I was just taking that column, 


marketing costs. 
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4 Marketing Costs? 
YES» 
That would cover our drums, storage, processing, filling, 
blending. 

Q Is processing not included in the cost of the commodity? 
Not altogether, sir, noe I would be very glad to give 
you a further breakdown figure if you require it. 

Q MR. FRAWLEY: Are you referring to the 


figures on Page 5? 


MAJOR LIPSETT: Page 5, Lubricating Oils. 
MR. FRALEY: The ,»75,448.67. 
MAJOn LIPSETT: Yes, I was just wondering how 


you came at that. 

Lt The net marketing cost, you have your freight out to your 
agency point. 

But that is included undor the "Freight"? 

A That would be our freight in, I think. Our freight, in 
other words cur freight in, and we have to ship out from 
these two points when we met it in there which is Calgary 
and Edmontone You want a further breakdown. 

Q MR. FRALEY: Yes, Mr. Cottle has in mind 
and perhaps this is also wrong, that Mr» Bronsdon will 
be breaking all this down and if not I think we should 
tell Mr. Miller now whst we want. 

MR. HARVIE: You want a breakdown. AS a 
matter of fact it is the 84,000.00 item I presume. 

A If you will say what you want on anything I am presenting 
I will be glad to get it. 

Q MR. COTTLE: Do you know first, Mr. Miller, 


if Mr. Bronsdon is going to deal with these expense 
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figures in the marketing? 


A No, Sir. 


MR. FRAWLEY: You say, Vis nes note. 
MR. HARIVE: No, they should be ds5alt 
with now. 

Q MR. GOTTLE: We require an analysis of 


the figure $84,653.93 and the relationship between that 
figure and the total marketing costs for all products 
and similar information for the administration figure 
of Gis 7lewnas 

b Have you that, Mr. Harvie? 
MR. HARIVE: Yes, 1 have 17.5 
WITNESS : The next is the British 
American Oil Company Limited, Schedule of Quantity 


Discounts allowed on Oils and Greases. 


(a) The Company will increase the 10% discount allowed 
on the total purchases of Autolene Motor Oil and 
Vulcan Transmission Oil by the Doaler during the 
period this Agreement covers, on the following 
basis:- 
From 3 to 4 drums, 3% additional (total discount 
entire quantity is 10% and 3% on List price). 
From 5 to 9 drums, 5% additional (total discount 
entiro quantity is 10% and 5% on List Price). 
From 10 to 24 drums, 10% additional (total discount 
entire quantity is 10% and 10% on List Price). 
From 25 to 59 drums, additional discount equivalent 
to 10% on List Price (total discount entire quantity 


is 20% on List Price). 
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60 drums and over, additional discount 6quivelent 

to 10% and 5j on List Price (total discount entire 

quantity is 20% and 5/0 an List Price). 
Autolene Greases, Autolene Transmission Oils, Autolene 
Hypoid Gear Lubricant and Pennzoils do not carry the 
increased discounts provided under this paragraph, 
but quantities purchased will be added to quantitics 
of Autolene Motor Oil and Vulcan Transmission Oil 
purchased to give a total quantity for the purpose 
of determining the rate at which the inoreased 
quantity discount will be allowed on purchases of 
Autolene Motor Oil and Vulean Trensmission Oil 
hereunder. 

(b) The Company will allow a discount on the total pur- 

chases of Pennzoil by the Dealer during the poriod 


this Agreement covers, on the following basis:-— 


3-5 6-14 1-59 Carloads 
Drums Drums vrums or over 
540 10% 15% “Ojo 


Discount will be based only on list price and total 


Bgallonage of Pennzoils purchased. 


q MR. HARVIE: That is as of the 7th of June, 


1939, that is brought right down to date? 


> 


Thateis right, 

Jobbers prices, first of all, the Great est Distributors 
have purchased exclusively their hite Product requirements 
from us for several yoars and during 1948 they were sold 
various brands andgrades of ihite Products at the follow- 
ing prices, all f.o.b. Calgary -- 

Q WR. HARVIE: Do you feel it is neoesscry to 


read that? 
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y) HolMAY Fedo not know. 
THE CHALRMA WN: I do not know, Mr. Frawley. 
You of course are going to consider these yourself and 
your experts will be doing so. Is it vital that each 
figure should be reed into the record or may we not make 
the book which has been marked as an Bxhibit serve. I 
am just thinking of saving some time. If you see some 
advantage in doing it, we will proceed that way. It is 
in evidence now end it has bcen marked as an Exhibit? 
MR. FRAWLEY: Yese 
THE CHAIRMAN: And these books will be 
available to anyone you wish to have examine them? 
MR. FRAWLEY: Oh, yeso 
THE CHATRMAN: I am just wondering about this, 
one hesitates to say "just put in the book and let it go 
at that because no doubt there are many things in it which 
will arise for discussion as we read of things. as we go 
along and which will be disposed of. 
MR. HARVIE: I would not think we need read 
it, and he could make any comment with respect to them 


as he did with the preceding 5 pages and summarize thom. 


THS CHAIRMAN: It strikes me he could do it 
that way-. 
q MR. HARVIE: If there is any comment, 


Mr. Miller, you have in connection with the jobbers 
prices, you can go into those comments in detail? 

vi ‘ell, there is not a great déal of comment I can offer 
except by saying in each caso with the Great ‘est 
Distributors they buy exclusively their White Produot 


requirements from us and in consideration for the 
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volume and the exclusive purchase is the reason for the 
prices which they get. 

Q WAJOR LIPSETT: I suppose you would like to 
draw attention to the fact that there was a reduction 
in the price in June, 1937? 

4 TS Gouen. oLt? 
Yes, 
In line with the reduction in market prices we reduced 
their prices accordingly there, on June 2lst, 1938, 
Stéllerene Ethyl, Red Bead Gasolene, water White 
Kerosene for Lamp Purposes, Tractér Gasolene and Tractor 
Kerosene, distillate, and on September end, 1938. Turner 
Vallhey Naphtha, we made a reduction there again of 1 cent 
per gallon. Lighting Naphtha on June 2é2and we made a 


further reduction there. as shown on the statement. 


JOBBERS PRICES 
GREAT “EST DISTRIBUTORS: 
The Great “est Distributors have purchased exclusively 
their White Products requirements from us for several years 
and during 1938 they were sold various brands and grades of 


“hite Products at the following prices? 


Stellarene Ethyl Gasolene, f.0.bs Calgary 14.50¢ 
Red Head Standard Brand Leaded Gasolene " ‘ 11.25¢ 
Water “hito Kerosene for Lamp Frurposes % i 12.50¢ 
Tractor Gasolene if i 9.50¢ 
Tractor Kerosene (Distillate) 5 u 9.00¢ 
Turner Valley Naphtha i‘ s 8.60¢ 
Abscrption Gasolene f a 8.00¢ 
Gas Oil M 7 o OOg: 
Lighting Naphtha # : 14, 25¢, 


Light Gravity Distillate m mn 9.50¢ 
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In line with reduction in market prices, these were reduced 


as follows: 


me ee ee 


Stellarene Ethyl Gasolene f.o.,b. Calgary 13.25¢ 
Red Head Standard Brand Leaded Gasolene " q 11.00¢ 
Water ‘shite Kerosene for Lamp Purposes " HM 1é625¢ 
Tractor Gasolene " 9.a5¢ 
Tractor Kerosene (Distillate) " 8.75¢ 


On September <, 1938, Turner Valley Naphtha was reduced to 
7¢ and Absorption Gas to "¢. 
Lighting Naphtha, June 21. 1938, was reduced to 14¢ and Light 


Gravity Distillate to 9.25¢. 


CANADIAN OIL COMPANIES LIMI?#D; 
During 1958, these people purchased part of their requirements 


from us on the following price basis; 


white Gasolene f.o.bd. Calgary 9.50¢ 
Leaded Green Gasolene Hu m 11.40¢ 
Ethyl Gasolene : o 13.50¢ 
Kerosene i . 12.50¢ 
Heavy and Sight Distillate . A 9.00¢ 
Turner Valley Gasolene 4 u 9.50¢ 
Tractor Gesolene “ 9. 50¢ 
Domestic Fuel Oil iS 4 ate 


On April 14, 1938, a revision was made: 
Leaded Green, Ethyl and Kerosene, same base price but option 
added: "Leaded Green, Ethyl and kerosene at spread of 6¢; under 


tank wagon destination, providing the price was lowor than base 
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price plus freight, and on British Motor, ‘shite Gasoleno 


and Hexvy Distillate, 4ig under tank wegon at destination." 


sULVes, 1948 


Special Tractor Fuel, f.oeb. Turner Valley - 94¢ less l¢. 


Bell Refining Company, during 
1938, we sold them their entire requirements of White 
Products and Lubricating Oils on the following basis 
as shown. 
MAJOR LIPSE?T: This just rolates to threes 
jobbers, is that right, Mr. Miller, Groat ‘Jest and 
Canadian Oils and Bell? 


A Tho se are all, Sir, that we have contracts with 
BELL REFINING COMPANY: 


During 1938, we sold these people their entire 

requirements of “hite rroducts and Lubricating Oils 

on the following basis: 

APTie ets). L906 Ethyl and Nevr-Nox Gasolene invoiced 
at 6¢ under T/W price destination. 

Oct. 15, 1936 Kerosene 6¢ under T/W price destination. 

July 20, 1936 58-60 Distillate - 5¢ under T/\l price 
destination ($¢ per gallon will be 
deducted from billing to allow for 
cartage) 

Nove 23, 1936 Discolored Turner Valley Naphtha f.o.b. 
Bell Plant ©0956 
Turner Valley Gésolene Sg differential 
below T/ii price delivered Calgary 


Bell Ethyl & Bell Green Gasolene 6¢ 
differential 
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58/60 Purple Distillate 
Silver Flash Distillate 
Super Power Gasolene 


Kerosene 
Mar. 24, 1938 Discolored Waphtha 
fuge 4, 1958 Semi-Diesel Fuel Oi] 4¢ 


Auge 45, 1948 Tractor Fuel 


( Go to Page 10,447 } 


o¢ differential 


f.0-0. Bell Vermninal 
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SERVICE STATION GALLONAGS AND COSTS 


We have a total of 13 Stations in the City of 
Calgary, the totak gallonage sold Taro these in 1938 
being 552,222 gallons. The rental we received amounted 
to $11,935.36. Against this, the total rental or taxes 
paid by us on these properties amounted to GB, 457.70, 
which gave us e rental greater than the taxes and rentals 
paid, the amount being $3,477.58. 

In the City of Edmonton, we own 14 Stations, 
which gave us a total gallonage in 1938 of 755,524 gallons. 
The rentals we received amounted to $9,225.59 and the 
Front and taxes paid by us $12,944.89, making our rental 
received $3,719.30 less than the rent and taxes wid. 

In addition to the Gities of Edmonton and Calgary, 
we own Stations at the following locations: 

Banff 
Drumheller 
Macleod 
Medicine Hat. 

The number of Service Stations properties on 
which Stations have not been erected total 3, located as 
follows: 

One lot at Medicine Hat 
Gne lot at Red Deer 
One Lowe Te ber? 

The total gallonage sold through all Service 
Stations in the Province for 1938 amounted to 1,366,855 
gallons. Rental received by us amounted to $22,631.91 
aan ie which we paid rent and taxes of $22,399.29, 
ies us a difference of $232.62 above the rent and 
taxes paid by us. 
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operation is concerned, the costs of our doing business 
through the stations, that is maintenance, depreciation 
and taxes and all costs would be considerably less than 

it costs us to do business through our bulk agency stations 

in the rrovince. 

MR. FRAWEY: You will be able to tel] us how 
mach less exactly, I suppose. Mr. Cottle tells me we have 
to have complete details? 

How do you mean, complete details? 

MR. COTTLE: # detail of the expenses of each 
of the service station properties and cross leases and 
third party leases and points of that description, showing 
the gallonage at each point. 

Will you give me what you want? 

MR. FRAWIE Y: It is going down in the record. 
Taxes, depreciation and other expenses incurred at each 
point and the rents paid and the rents received. 

We gave you the rents paid and the rents received. 

MR. COTTLE: In total, yes, but we would require 
it showing each station. 

Individually? 

Yes. 

MR. FRAWIEY: You will have to try and give us 
as much as the Imperial Oil gave us. That is one way of 
expressing it. 

PD Ghink werare going to do that. 

MR. HARVIE: There is another’ whole brief on 
marketing costs. 

MR. FRAWLEY: If we had some knowledge of what 
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not be imposing too much in asking you to show us the 
other two volumes? 

A We are trying to present this picture in three or four 
sections. AS far as I am concerned, I will deal with the 
question of marketing, sales and all matters purtinent thereto. 
Mr. Bronsdon will follow me and talk about the financial 
Operations of the company and the manufacturing end of the 
business. 

Q i think we had better wait and then we will know after you 
have all finished what we have not got. 

Q TH CHAIRMAN: You were going on to say after Mri 


Bronsdon, anyone else? 


A Noy Sirs 
q That is the whole picture? 
A Yes, sir 
MR. HARVIE: That is in respect to marketing. 


There may be something in refining after Dr. Bronsdon. 

Q MR. FRATOEY: I may as well ask you now, are you 
going to present the picture of the Bell operations of 
129 30? 

A No, Sir, we have given you our prices that we sell the Bell 
Pox 

Q But we huve to know a little better than that. The Imperial 
Oil Compuny - IT am not citing thet as the reason we think 
we should have it - but the Imperial Oil Company are giving 
us a complete financial analysis of the ilaple Leaf Ref ining 
Company and they are in exactly the same position for the 
tmiperiak ODlpas you know, as the Belivis ito roa, Now, 
PEyehe WBeLlivcan dovit —- Tf had an idea that the (Bei Pada 


not have any complete accounting record in the City of 
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Calgary and that that has to be done through the head office 
of the British american? | 
You want that, do you? 

Yes, we want that. There has been a suggestion running 
through this Commission that the Bell has been used, to use 
a colloquialism, as a fighting arm of the B. a. We will 
have to know all about the Bell refinery. 

ft would like to clear your mind about that right now. I was 
responsible for our company buying the Bell Refining Company 
and when our people bought that company they bought it with 
One idea in mind only, and that was to make use of the 
refinery the Bell Refining Oompany had, and not so much 
their marketing facilities. after the refinery was purchased 
the picture changed in Turner Valley, as you know it does 
from year to year, and after deciding that the refinery was 
not suitable or was not worthy rather of making additional 
expenditures, spending additional money to put it in the 
position we wanted that refinery to be in, because it could 
not take care of crude, it could only take eare of naphtha - 
we purchased, as you know, the Coutts refinery from the 
North West Delorraine, and we used that, That left the 
Bell Refining Company, you might say, dormant, and to be 
frank with you, Mr. Frawley, the only reason the Bell 
Refining Company has carried on selling to-day is just 
because I have not had time to get around to it to wash it 
up or do what we might do with it later on. any idea that 

is conceived that the Bell Refining Company is used by us 

as a cut-rate marketer can be eliminated definitely from 
anybody's’ mind, and we have the figures, I think, and the 


facts to satisfy you in that connection. 
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Q I am sure the people who have tiat idea will be glad to 
hear your statement. AS far as we are concerned we will 
have to have that analyzed by our people and if you will 
Submit something as complete as possible showing what 


that company did last year and how much money it made or 


LOsor 
A We will let you have that, Mr. Frawley. 
Fine. 
A Now, the next in the book, Volume 2, is the Agency sgreement. 


That Agency Agreement is the standard type of agreement 
used in the Province of alberta and by all agencies in 

the Prairie Provinces. The rates of the commissions are 
shown there in print covering the various products sold 
by the agents. The next is the Automotive Lubricating 
Oil prices as exist in the Province of Alberta showing the 
discount prices by drums and half drums and 5 gallon cans, 
etc. The next there is the Dealer's Lub. Quantities 
Discount agreement. That agreement is used by us to 
contract with our dealers and which conveniently specifies 
the arrangement we make with them as to price, volume 

and discount over the year, usually made up for one Vo Or. 
at at time. The next agreement is the Equipment Contract 
covering the Prairie Provinces and British Columbia. 

That is the contract that is used when we sell a pump, a 
tank or other retail marketing facilities to our dealers. 
The terms are all specified therein and they are maintained 
Boemoareres possible. The next is the, Prive hist wetme 
posted tank waggon price list rather, on light oils 

in the Province of Alberta, which covers all our existing 
agencies or the agencies that did exist rather, up to 


December 31, 1938, and brings the prices as they are to-day 
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up to date, as corrected to June Lo, 19359. (in that price 
list you will note the tank waggon prices are shown by points 
and any allowances or discounts in effect are shown on the 
Opposite side. I may say that that changes very rapidly too 
from time to time to such an extent that I do not even know 
where the prices are myself sometimes. 

Q MR. HARVIE: If you would refer to page 1 (b) ana 
1 (a) and explain how it works? 

A Well, on page 1 (a), Acadia Valley. Or we will take acme, 
focwostance. . That is a better one because there is an 
allowance there. The tank waggon price on Nevr-Nox ig 
18.2; on B. A. lighting naphtha, 24.2; on British Motor 
225 0liIne wi loe7*,  Peerledgs Hthyl, 20.7; Power-Lite, 20.2% 
Silver Flash Distillate, 14.7 and SOLVEN tae, SOG aene 
other side of the page it shows on British motor gasoline 
there is an allowance in effect at Acme of 1+ cents, and 
on distillate there is an allowance of 2 CENTS. Manda, 
shoys the date on which it becomes effective, and so on. 

And so on throughout all your agencies? 

A ess 

Q MR. FRAYLEY: Are these the 31 agencies or the 
two hundred and something? 

JR. HARVIE: This is 1938, Mr. Frawley. 


Q. MR. COMMISSIONER LIPSETT: I thought this was corrected to 


June 13th? 
A The prices are, yes, Sir, at all these points Showing therein. 
MR. HaRVIE: The company as far as its marketing 


facilities and operations are concerred is just in a state 
of transition, and while at one point they are working 


half and half, one way or the other, it is really 
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impossible to segregate everything. 

MR. COMMISSIONER LIPSETT: Last Fail, “in. 1988, were there any 
branches operating entirely as such in the Provines under your 
new system? 

No. As a matter of fact, Mr. bipsett, we started this change 
in our distribution a year ago last JULY, OF a yeerwaro’ thig 
month. We anticipated we would be from a year to a yaar am 

a half completing that 100. o-Ie has’ beens big job. It has had 
a lot of difficulties. We have had to conform to all kinds of 
regulations and conditions, which have hampered our advancemnrt 
in getting the change made. They have all been overcome now 
and we anticipate we are about 80% completed to-day in the 
western Provinces, and the entire new distribution will be 


complete and functioning ag a new distribution by. the end of 


August. 
MR. FRAWLEY: Then that 268 fines “Menvare vow 
Would@negs> very) good) Mr. .Miller, to do this. I think 


it will be good enough for the Comission to have it as of 
the end of August, because I have a fear that it will be 
after the end of August before they will be finally 
eonsidering your evidence. So if you would let us have 

ag at the end of august a statement of your mrketing 
pieture in the Province of alberta showing - so that my man 
May be corrected, because I think that that will be of some 
value to the Commission , showing the number of places at 
which gasoline is available for sale to the farmers in 
-lberta, thinking of the agricultural sales particularly. 
4S [ say, we want to get some benefit out of the operation 


of the British american 0il Company. Its refining operations 
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we had to pretty well give up because they were in a period 
Of trensitions I do not want to-be im the pociition, unless 
I am forced, of just throwing out all your marketing 
evidence too because you are in a state of transition. 1 
would like a complete picture of what the marketing operations 
of this company are or will be as of the end of August? 
Well, Mr. Frawley, I think I have covered that pretty well 
Oleperers Hiere. .t Is-progressive policy, avon cay. 

I cannot give you definitely the number of points that we 
will have in operation at the end of August. Or at the end 
of December, the same thing applies there. Laybe we will 
have $00 points in by the end of August and we wili find 
areas in this Province that justifies us conusigerinus (7ivine 
further service to that particular community, where we can 
make satisfactory sales and get a return on the investment 
we will make. Therefore, we will go in at that. time. But 
I cannot anticipate them ali. 

Well, that applies to every company. You will have to do 
the best you can and give us as much as you can. The same 
Sppliiles to others. Otherwise, we will forgst about the 
British american marketing operations. For myself, unless 
ism roreed to do it, I do not propose Sorgo net. 8 wave 
to struggle with it and get it before the Commission and I 
am sure you will co-operate in putting that picture before 
the Commission? 

That is what I am trying to do here. 

MR. FRAWLEY: fet us have it. at some point, the 
number of points as of some date, itr. uarvie. 


MR. H.RVIE: You mean simply this, at some 
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date you want the number of agency branches that are operating 
and the number of cOmbination stations which are making farm 
distribution in that area or in those areas? 

MR. FRAWLEY: Yes, so the Commission will know 
how it compares with Imperial Oil. If it is improper or even 
a talse’ pieture of the situation I shave 274) yandstet us 
correct.it and we will make up 30 maps, if necessary, but 


let usget the true prceture. 


MR. HaRVIE: That is last year's picture. 
MR, FRAWLEY: Oy Lh) BSR Oty ) Miiewisc ire ed 


mp voroucuc. Uyeyour Albertanecnlem the L2th or ane viemiie 
lasti*sheew. However, let us not quarrel about this. We can 
agree some time. | am sorry if I interrupted him unnecessarily. 
but I only interrupt to convey my idea to Mr. Miller and 

I certainly want the Commission to get all they can out of 
the British American marketing operations. We cannot do it 
by simply saying "Well, we are in a period of transition 
endewesnrevyery sorry." Ye will have to do the best we can 
of course. 

Well, Mr. Frawley, that is the position we are in, as [I 
pointed out, we are in a transition period, not only inthe 
Province of alberta but throughout ‘Jestern Canada. I would 
like to go back if I could for a minute to page 2. 

CS Pian Las Vay I interrupt? AS Pare as 

I understand, the Imperial Oil figures were the 1938 és. 
figures and not '39, as far as marketing operations were 
concerned. 

MR. FRALEY : No, I am talking about the place 
of’ outlet, not the financial aspect. Ido not expect a 


figure of eost or profit or expense after the 3lst day of 
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December, 1938. That is understood. TI want to know where 
the British american ig Operating in the Srovince as of 
to-day's date. I have that from the Imperial Od] and? T 

have it from the other companies, but I have not got it 

from the British American yet, because I understam you 

are in a period of transition. But let us stop some 

place and let us present to the Commission what your picture 
is? 

We say we are in 254 places. 

All right, I will get the 254 places? 

4t the moment. 

MR. COMMISSIONER LIPSETT: Mr. Harvie, would either Mr. Miller 
or yourself give us an explanation exactly of these combina- 
tion stations. I have a gancral idea but I would like it 
clearly on the record so we can fully understand it. 

MR. HARVIE: It might be over the noon-hour 
Mr. Miller could make some notes on that ana fod iges | ih tie 

MR. FRAWLEY: Well, he might add to that, if he 
is going to do that, take your gasoline and take your 
marketing organization, Toronto, Regina, Calgary, Edmonton 
and the various stations setting smaller as they go to the 
country and getting the sasoline out to the consumer by 
wholesale. ‘Vill you do that, under your present set-up? 

You say for Alberta? 

For Alberta. 

Just for Alberta? 

JuStyfor Alberta. When I say Regina, you have’ a central 
office or some sort of a divisional office which dees enntroel 


the marketing operations in alberta, and that is why I say 


Regina? 
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Well, as I say, as we have these 31 branches in the Province 
and these branches consist of lerge type warehouses with 
garages, sufficient to store the number of trucks iy consider 
it necessary to operate in any one of these zones. Attached 
to these large type warehouses and PaTeaPes aren ly.) le a Tes 17 
16 storage tanks, depending on the number we consider advisable 
so that we can carry in bulk a complete line of Dent oLt 
requirements in order to give service to the community in 

any product that is necessary or that they require. From 
there we go to the distribution throughout the gone. 

MR. HARVIE: Right there, before you leave that. 
The former practice was, in your bulk stations, your bulk 
station agent was a commission man? 

Quite right. 

Is that so of your branch stations? 

No. Now the branches are being operated throghout, we have 
a branch manager there and our tank waggon drivers, who will 
supply that community; which are all on salary, owned and 
operated by the company. 

MR. COMMISSIONGR LIPSETT: and those now referred to as branch 
stations are the seme as the combination stations? 


No, that is our main branch. I was coming to that. From 


, 
those main branches we will supply our individual dealers 

dar the” Zone. fn other words, he might have a service station 
or he might be a hardware man. He might be 4 garage man and 
he might have a drive-in service station. te might have 

curb pumps. But whatever he has we will supply with our own 
tank trucks from the branch looking after that zone As far 


as the wholesaler requirements are concerned for the farmer 


where there is a potential gallonayve we will attach a small 
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metal warehouse, adjacent to the dealer in those particular 
towns, On property owned by our company. 

Q bdjacent to each dealer? 

A One deaier in any one particular town only. In other words, 
one of these dealers that we have to-day will become what 
we call a distributor. And he will, in addition to retailing 
he will wiolesale our products, as we call it wholesaling. 

He will also retail those to the farmer from facilities that 
we provide. They will consist of a small warehouse where 
sufficient lubricants can be carried, and attached to that 
warehouse will be lines and pumps where he will pump into 

the farmer's barrel, whatever he wants in the way of gasoline, 
mtrosene or distillate, from underground storage tanks, 

in the same manner as he pumps: from his retail pumps to-day 
into) the motor car tanks. Except it Ls) into the farmers 
Caneel ero ne Om vad, Terence. 

Q Each dealer in a locality will not ebe able to supply the 
Laermer, bit one selected distributor at each poing? 

A One dealer in any point that we consider advisable will be 
appointed our distributor and he will be in the retail business, 
as he has always beem running his own business, and attached 
to his business will be a small warehouse with underground 
storage t.nks that he can sell the requirements to the farmers 
if, as and when required. 

Q Is that particular agent the combination station? 

A Yes, he is the distributor. it is 4 very simple form of 
Aistriputvion,. Lh is economical. ~Ttishnould) tem to, service 
the community in even a far better manner than it ever has 
heretofore because, as I said this morning, with the bulk 
plants loec.ted on railway property «and a man working as our 


agent, he is generally out in the country. When a man comes 
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in and wants something the man has to stay there and wait 
till he can get back and give it to him. We did not 
consider with the change in the division of consumption 
becoming each year more motor car trade and less farm 
consumption, we do not consider it is necessary any more 
to have bulk plants that we have had heretofore located at 
every other point on the railway trackage. 
But you will still in the result have more points than the 
present 254 for supplying the farmer? 
heea wir: 
MR. FRAWLEY: nach one of these men that you so 
select and call a distributor will have a wholesale licence? 
Nell, he is supposed to conform to the regulations of the 
Froyvinee and hevwillvhavée to)'I dowotusee forvanyijother 
reasons it igs necessary. The wholesaling of these products 
to the farmer is identical to him retailing those same 
products to your car. 
Yes? 
i omerewords, if a farmerlcomes inithere woh ya 15) calion 
drpumion the back of his carvor hiswtruckioreihe back soi nis 
waggon, he simply puts it on the platform and the man fills 
it up and charges him s> much money. The way he acts is 


no different than you driving into any service station with 


your car and having your gas tank filled, except the operation 


takes a little longer. 

I understand. If I am wrong it is’ just to.be corrected - 
Teunderstand that your people will be required, to have 
wholesale licences, do you agree or not? Is that not the 


fact? 


MR. HARVIE: Ye do not agree that they should have. 
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We do not agtee that they should have but they have to have 
whatever the Province refulations call for. But as I said, 
Mr. Frawley, as far as we are concerned, he is not our agent. 
He is a dealer selling to anybody who wants to buy what he | 
has to sell in that district. All we do is to Supply him 

at the tank waggon price less a discount of 1 cent per gallon 
in consideration for 100% purchases from us. 

Rightly or wrongly, there has been a desire to inform the 
Commission with respect to the number of wholesale outlets 
situated in the Province of all companies. The imperial OL) 
Company has made a statement, and their only wholesale outlets 
are what they call their agency points. This gasoline goes 
from the agency points to the dealers, reta:l Cenlers or 
direct to the consumers. So that, as I understand, anda 
Speaking. generally but I think almost exactly, the only 
wholesale points that the Imperial Oil Company operates are 
these agencies-of theirs and they total about 284. You 
understand that set-up, of course, clearly? 

MR. HARVIE: That is bulk stations. 

MR. FRAWLEY: well, their wholesale outlets, 

be they bulk stations or whatever they are. They are the 

only wholesale outlets operated by the Imperial Oil Company? 
Well, r. Frawley, as I said starting out, I was greatly 
responsible for the build-up of our former distribution 

and I realize that that present distribution to-day is obsolete. 
ij 18 just that, it is obsolete. We ere just facing the 

facts and putting in something, or a new system of distribu- 
tion rather, which we consider is most suitable, and the 

pest for the citizens and the people that we serve in this 


Province and together with ourselves. 
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That is all the more reason for my anxiety to get it exactly 
vefore this. Commission. Now, I dislike to put a lot of 
this conversation on the record so [ am going to talk to you 
and Mr. Harvie about it so that you will have my ideas. 

MR. COMMISSIONER LIPSETT: déust one question. In reférence 
to the 31 agency stations now, they have no facitities now 
for supplying farmers or anyone else excepting your dealers, 
be they wholesale or retail, in the areas? 

No, Sir. That is the only exception. At those company 
operated branches whilst we supply the entire zone, all the 
dealerg in the zone, we also Supply the farmer trade at the 
branch points. That is the only exeeption. 

twseec. 

In other words, the company supplies farmers direct in the 
immediate adjacent area to the branch zone point. 

Does that apply to the other customer you have, you have some 
name you used there, consumer customer, or something. 
teeOU0! think you had? 

Well, the majority of those are farmers. 

They can buy at the branch point as well as from the dealers 
if they want to? 

en SEBS 


iene Ou. 


In other words, we will not have any distributor at our company 


owned branch. In other words, we are our own distributor 
bere, bul at those 41 points, only. 


Thank you. 


THE CHAIRMAN: Do you think you could usefully 


take more time at the noon adjournment, Mr. Frawley? 


MR. FRAWLEY: I want tc see Mr. szarvie immediately 


and I think, perhaps, we could start at two o'clock. I hope 


we can. 


(at this stage the Hearing was adjourned until 2:00 P. mM.) 
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ALFRED HERBERT TILLER, having 
been recalled, examined by Mr. Frawley said: 
MR. FRAWLEY; Mr. Miller, have you finished, 
you have no% quite finished the discussion of Volume 1, so 
you might proceed with that? 
Going back to the distribution, I expect to have rome photo- 
graphs and a few other things for you later, but it might be 
as well in order to make this question of the old distrib- 
ution clear and the new form of distribution, if L just g6 
back a little bit over the past history and the general dis~ 
tribution of petroleum products in western Canada and it 
would save time if we started when the old system was in 
stulled by our company and other companies, as I said in my 
brief, the majority of our sales were to what we called 
"the consumer", mainly the farmer consumer. Good roads were 
wnknown and we were tied in possibly five months in the year 
with hardly any business whatsoever. In those days, in the 
old days, our bulk plants were crected on railway property 


with sufficient capacity te take care of the peak load of 


the requirements of those consumers. The rate of commission 


which we paid our agents was 1 cent per gallon on gasoline 
and refined oils; lubricating oils 5 cents per gallon as we 
do today. There was no such thing as free delivery. There 
was no such thing as any dolivery service in any way, shape 
Or form. As a matter of fact, there was no delivery service 
by companies to the dealers' equipment in the town. The 
arrangement was that our goods were sold f. o. b.» our ware- 
house on which the agent. as I said heretofore, received a 
commission of 1 cent per gallon. <A local dray man used to 
make deliveries to the dealers in the town and the dealer 


paid the local dray man whatever rate he charged for that 
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service. sll farmers and other consumers bought their re- 
quirements f. o. be. the warehouse ana tock them back to 

their respective destinations for use on the work that they 
intended them for. Well then as time progressed and roads 
improved, some of the companies decided to put on a part 
delivery service and the consumcr then would charge whatever 
they thought was remuneration for the service they gave. For 
instance a farmer living out five miles was maybe charged a 
rate of a cent a gallon; a farmer ten miles maybe a cent and 
a half; fifteen miles 2 cents and so forth, up to a maximun, 
the maximum I think was about 23 or @ cents per gallon. Com- 
petition along those lines became more active and some com- 
panies,-I do not suppose we were any exccoption,-thought of 
other ideas, that we would give a better service or cheaper 
service, and we decided to enter into free delivery service 
and when I speak of "we" here and there in the industry and 
s0 we began to deliver free to the farmers. That was very 
sostly for a number of years becunse 6s I say roads were bad, 
depreciation on equipment was heavy and only small loads could 
ke delivered at that time, so we have gone from there, we have 
gone from the start to the free delivery service, and as I 
said this morning with the improved highways and with the 
division of the total business dividing, leaving the maj- 
ority balance of the petroleum requirements in favour of 
motor cars and trucks and other methods of transportation, 

the farm gallonage and the farmer requirements is definitely 
going to decrease. At least we think so- (le do not think 
that this Western country is going to produce any bigger crop 
than it ever has Gone heretofore and 4s a matter of fact we 


think it is going to produce that much less and with the better 
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highways and the requirements being less on the part of the 
consumer, it has now besome uneconomisal for a man to oake 
deliveries on a free service basis. In the old days our 
men would go out with eight or ten drums. mayte the maximum, 
and make that delivery to one place. Today that man zoes 
out, he possibly goes ovt and makes a delivery of g drum or 
two drums maybe at the outside and consequeatly he loses 
money in so doine; therefore in striking our new form or 
distribution we decided to centralize our operations both 
from the standpoint of marketing in general throughout the 
west and also from the standpoint of distribution in the 
various areas in the different Provinces, so there we have 
got, we some back as I said this morning to the 41 points 
in Alberta which should be known as main company operated bulk 
distribution points and at those points we will have large 
trucks supplying the requirements of the dealevs in each 
gone and we will have a smaller truck, while delivery ser- 
vice continues, at the company operated branch, to make 
delivery to the farmer in the immediate vicinity. The area 
of our distribution, wholesale distribution, will depend 
upon the dealer. Herctofore the 254 agency points which we 
operated, the goods were consigned to the British American 
Oil Company and they were in charge or in the care rather 
of a bonded agent. Now in the future Cur dealer, as we 
Gall him, or distributor, will buy those goods from us. 
They no longer becorie consigned stock to him. We make de- 
livery in maximum quantities, 1,000 gallon truck load right 
down to the underground storage tank at his place of bus- 


iness. These underground storage tanks and any small ware- 


af 


baa a | aus awe, ait 


ry 
thd #3 angi a 
peo “WOou Ga ¥ iy 

unite Tt A phil ae Ae | | 


Le ou. rf 
av ae 


4 iy 
Tee 4 at iy 
we 


a 4 4 hes # 
se 


< 


bABAT 


a 


Ae He Miller 


CS 
4 


~ 10,465 — 


house facility is the property of the British American Oil 
Company. The reteil facilities in 90% of the cases will be 
owned by the dealer. When our truck arrives at the dealer's 
place of business at these other points, adjacent to the 
main branch, the 1,000 gallons of light oils or whatever 
lubricating oil we deliver will be invoiced to the dealer 
in the same way a8 we invoice any other dealer in the City 
of Calgary or Edmonton. It will be invoiced to him at the 
tank waggon price less 1 cent per gallon which he receives 
as an exclusive buyer. after that we are through with those 
goods and when I say “we are through with them" I mean ex- 
actly this, that the goods belong to him and he sells them 
as he feels fit. If he wants to sell them at a cent below 
the market, that is he might want to sell his light oils 

in consideration of receiving some other lines of business 
at loss than market price, if he wishes to. that is his 
business, not ours. If he wants to sell it at the market 
price he doses so. Now the only difference or the main, the 
only thing that we own rather or have at that distributor’ 
or dealer's place of business is the equipment, the whole- 
pale equipment; that is our property as Isaid before, but 
the merchandise belongs to the dealer- Now does that cover 
the point you wanted, Lr. Frawley. 

Q That covers it very well and I think there are only a few 
more things I would like cleared up, you will have 61 
points in the Province where you will be operating fully 
and completely and the men operating those ¢l points will 
be employees of the British American Oil Company? 

a mxactly. 


Q THE CHAIRMAN: Paid a salary? 
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A Paid a salary. 

(. MR. FRAWLEY: Paid a salary and those are 
what you call your main distributing points, main, or 
what is the best name for them, because we will be using 
the name throughout? 

A Well I would say, tir. Frawley, they should be termed, as I 


said before, our main company operated bulk branches. 

& hel A eased aurayg 

A In othor words there will be no difference between those 
branches than there is between our own branch at Calgary 
or #dmonton. They are identically the same. 

QO, In fact Calgary and wdmonton are two of the 21? 

fi Correct 

Q Now then those, by the way, how will the products move to 
those 21 places? 

é Those gl places in slberta, and that applies to all Western 
Canada, have been erected or the plants have been erected, 
on property either owned by us or owned by the railway, 
but when I made the arrangements with the railway I had it 

understood and we have an agree.ient to that effect, that 

we would no longer continue, as we have in the past, and 
agree to ship our products over their railway. In other 
words, we have the right to move them by any other mode of 
transportation we think fit and if they want te meet that 
mode of transportation that we may determine to use, they 
have the first option to move the goods by railway; there- 
fore in all cases or practically all cases rether, these 
main company operated bulk distributing branches are 
located on property so that thcy can be served both by 


truck and by railroad and we will either move our goods 
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from the refinery by our own transportation trucks of 
large capacity, a capacity that will conform rather to 
’ the regulations which we have to Neer, "Or We wll sn tp 
them by tank car. After they arrive at these branches 
they are placed in storage and from there on there ia no 
other form of shipment cxcept by road. 
uxcept by road, by truck? 
Yes. 
fou say that notwithstanding the fact that, end Itake it 
that all of the 61 are located on railway trackage---- 
Well the majority of those. 
I wondered if there were any that were not, we might just 
look at them? 
That was our objective, to get them all there and the 
majority are on the railroad. 
We will take a minute to look at these, and then we ean 
go from there? 
I can give you one at Lethbridge as an illustration, 
Lethbridge is both on tho railway and on the highway. 
Yea , but I see they are all on railway trackage, but 
being on railway trackage does not make them non- 
accessible from the highway, what you mean is that you 
Will use these--- 
It did formerly, sire Frawley, because oil companies hereto- 
fore, and I think they still have, with the exception of us, 
have an agreement which they had to live up to, whereby on 
railway property we were only allowed to ship our goods to 
destination by the railway. 


Yes, that is very interesting? 


If we could ship more economically and more conveniently 
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some other way, we eouldn't do it. 

So therefore, so that the Commission will understand Bre 
you have made a change in 1938 and 1929 and you went to 

the railway companies and had a variation made in your 
contract with them, made a fresh arrangement with them? 

A new contract. 

I see, so now it moves then, we will take it, it will 
continue to move by railway to these main branches if or 
unless they cannot compete with trucking in which case 

it will go by truck, that is what you mean? 

Correct. 

And just by the way, all of these 21 points were formerly 
one, were formerly among your 270 odd agencies, what you 
called agencies, when you were operating the same as the 
Imperial Oil? 

Yes. 

Now you have enlarged él of them and called them "branches"? 
Yes « 

And then you have Zoned all, you have districts Mow which 
are served by each one of these 31? 

YES. 

Now let us see what the distribut ion is also, which is done 
in the districts, I see by looking at the map that you have 
a bulk station, a main branch at Stettler? 

YESs« 

And so that the Commission will understand it, I am going to 


ask you what you do in the town or village of Castor under 


the old system? 
Castor? 


Yes? 


Castor, we have tanks and warehouses on the railway tracks. 
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On the old system it was an agent operating practical 
identical with the Imperial? 

hxactly. wo have the sane thing at Bashaw. i/e have the 
sane thing at Gadsby. 

At Donalda ? 

and I think Donalda. 

and at a considerable number of places in this new patch 
coloured green, which you call the Stettler distribution 
district, [I suppose it can be galled, can it not? 

Yess 

Now then at Castor what have you today under the new 
syste? 

Well these tanks have been dismantled and moved out. 
Yes? 

And the existing property, the railway site rather, has 
been discohtinued and at that point we have secured 
property adjacent to a dealer that is willing to enter 
into an agreement with us to handle our products ex- 
clusively and on that property we have built a small 12 x18 
warehouse to store lubricating oils and greases for the 
requirenents of both the retail and wholesale trade. 

Let us take them a little more slowly, at Castor you had 
an agent and also had some dealers, perhaps two or three 
dealers, under the old system? 

Yes. 

You went to one of those dealers and the dealer at that 
time was what he is still called under the Imperial systen, 
just a retailer at that tine? 

He was a retailer. 


You went to one of these retail dealers and you tlade an 
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afrangement with him whereby he became something more 

than a dealer, in other words, a dealer-distributor in 
your new language, is that not right? 

He is still a dealor. 

He is still a dealer and now he is a deal a-distributor? 
He is a dealer but he is buying his requirements not only 
for his retail sales but also for his wholesale sales. 
You went to this dealer ana you made an arrangement, con-« 
cluded an arrangenent with him, and then you installed at 
your own expense, certain wholesale facilities which you 
still c 

Yes. 

And that would be, now what would that precisely consist 
of, what first of all, in the way of tankage? 

Four-one thousand gallons minimum underground storage 
tanks. 

You constructed four thousan@ barrels of underground 
storage for him? 

No, not four thousand barrels. 

Four thousand gallons? 

W6 installei four-oné thousand gallons underground storage 
tanks. 

Yes? 


Below ground. 


Theat is what I am saying, you installed four thousand, four- 


one thousand gallon tanks or four thousand gallons of tankuge 


there? 


Guite correct. 


All right, and.you built a little shed, a little warehouse for 


hin? 
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Guite right. 

Where he would store and market lubricating oils and 
greases ? 

Pnav eis right. 

And fill drums in the warehouse, it is also used for that? 
He could fill drums at the warehouse or any other container. 
Now what filling facilities did you install there’ cither for 
hin’ or’ for yoursel veg? 

We have four Boker Pumps that will fill, will pump 40 gal- 
lons a month. 

That is tor barrel filling purposes? 

For any tilling purpose . 

Yes, but chiefly for his wholesale business as I understand? 
Well it might be wholesale or retail, ir. Frawley. 

I mean if a@ motorist came up with a car----- 

The only difference as I can see in this, in the wholesale 
and retail distribution, of the combined nature that if you 
pull up to the retail pump and you take advantage of the 
retail facilities and service provided, you will pay over 
the tank waggon price whatever that dealer considers, what-~- 
ever differential he considers he should add to the whole- 
sale price, but if you pull up to the wholesale attachment, 
that is the farmer or the consumer, and he wants to buy 25 
gallons of any particular product, he will buy it at the 
lesser price. 

And he will take it in a container to be removed from the 
premises at the time of sale? 

That is right. 

So that just for the sake of clarity, I call that the whole- 


sale part of the man's business and I call the retail part 
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of the man's business what he sells into the fuel tanks 

of the motor cars that come along to his retail vena ing 
pump, am I quite right in making that distinction? 

E do not know, iir. Frawley. For instance I mean, I really 
Cannot see much difference in a aan filling a 25 gallon 
container as against filling today's present truck. je 
have trucks pulling into places today that are holding any-~ 
where from 25 to 60 gallons for, of that capacity for that 
truck. 

Perhaps this is the best way to leave it, everything is 
open to the Commission, they may recommend that these 
regwiations which you are now attempting to define, whole- 
sale and retail sales, they nay suggest they be all scrap- 
ped, but let us deal with it at the moment as we fina doe 
and there is qa distinctimbetween the wholesale and retail? 
The only distinction I em see between wholesale and retail 
today is that it is called wholesale by virtue of the 
license that has to be secured because of the regulations 
that we have to conform with. 

MAJOR LIPSET?: Would the ordinary motorist 
Mr. Miller, ty going up to one of these wholesale retailers, 
would he, if he goes to the ordinary pumps he pays a 
certain price for the gasoline, and if he went around to 
the little warehouse could he get gasoline to put into 

his tank at the reduced price? 

I do not think so, Mr. Commissioners It is possible to 
happén. In the picture as I had it, it is possible to 
happen this way, maybe that particular truck operator or 
whatever he might be, might be a large consumer of other 


petroleum products, lubricating oils and so forth, and may- 
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be when he is at‘ that plaee wanting a drum of distillate 
or a drum of refined oil or 25 gallons of lubricating 

oil or some other requirenents, he might say "here I want 
10 gallons in my truck at the tank waggan price" and 

that dealer might give it to him. iJe have no control, 

we do not govern the retail prices. The only thing we do 
is sell at the tank waggon price less the maximum dis- 
count of 1 cent. 

It would not be encouraged anyhow by the dealer himself, 
that is for the ordinary motorist customer to go to the 
small warehouse? 


I would hardly think sQe 


MRe FRAWLEY; You understand, Mr. Commissioner, 


that if a dealer did what wr. tiiller indicates, that would 
be an offense of courses 

MAJOR LIPSLI®:; Quit ¢. 

WITHbSS ; I would think your weights and 
measu 6g Department would govern that probably because it 
would be pretty hard to meusure it out unless he did it 

in the actual 5 gallon measure, which are checked by the 
weights and ticasures Department, it would bo pretty hard 
for him to deliver that quantity with simply a non- 
measuring device, and fill up the tank. 

MAJOR LIPSLTT: In practice it would not oc- 
cur? 

I do not think so. 

like HARVIis: Normally all those drums are 
filled by weight rather than by measure? 


Y@sa 


lake FRAWLBY: wé got off the thing which I 
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really wanted to do, and that is to run down this marketing 
System of yours, we got off onto thig distinction between 
the combination dealcr's premises, but I just want to call 
your attention to the fact, and I thought perhaps you would 
be familiar with it, under the rogulations as they now are, 
there is a definition of a retail sale and g definition of 
a wholesale sale and the definition of the wholesale sale 
is a sale of fuel oil in quantities of not less than 20 
gallons for delivery at any one time to be removed from the 
premises in containers at the time of sale, and in con- 
tradiction to that, a rétail sale means the sale of fuel 
oil to the fuel tank of a motor vehicle through retail 

fuel oil vending pumps now whether they be right or 
whether they be wrong, or whether this Commission says 
they should be entirely scrapped, let us deal with it on 
that basis, that means that the dealer then at Castor, 

we were talking about Castor, has a wholesale busincss 

and a retail business operatihg together? 

Vell that dealer at Castor, did you say? 

Yes? 

He has got his retail business and he has some facilities--- 
To do a wholésale business? 

For buying his requirements and storing those requirenents 
which he buys and selling those to the consumer. 

Yes, at wholesale. within the definition of these regula- 
tions? 

I would think so. 

And those wholesale. facilities I understand you people have, 
you have made the investment for that? 


Vuite right. 
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H. Miller 


Now, the next step is, then, thet this dealer - I thought 
Ef was properly calling him dealer-distributor - I only 
want to call him that if you say it is right in your 
Sot—iaes we Ltuhat right? 

Ae ie Un. 

How does he gest his goods to the consumer? Ye know how 
the farmer gets them at Castor from your agent under the 
Ola ssystem, and that was, let me put it to you, for ths 
Be Aawocent et Castor, to make delivery to the farmer and 
charge him the posted ta:tk wagon price at Castor? 

Quite right. 

Now, you sey under your new system this man at Castor, 
whenever he begins to operats, how does the same customer, 
B. A. customer that formerly dealt with your agent at 
Castor, and /still wants to continue buying B. A. products, 
how does he get his goods out to the farm? First of ery 
they must deal with this man, this dealer-distributor, 


how do they deal with him? 


~ 


There are two methods, iir. Frawley, one of which is Very 
much responsible for the new form of distribution that we 
have decided to instal. We find that with the smaller 
quantities the farmer recuires today, and particularly in 
view of the fact thet he has for some reason or other sover 
the last number of years hes been somewhat not too flush 


with cash, and with better highways and so forth, he comes 


into town ané buys his requirements and takes them back 


to- the ferve..There is.s percentage, which percentage has 


been increasing each year » 


That we aight call the cash and carry system? 


The other method is free delivery. This has been given 
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Miller 


by our company up to the present time with the old 
method of distribution, the old method of agency operation, 
rather. 

Yes? 

Until free delivery service is discontinued either by a 
policy on the part of some company or will automatically 
become discontinued by the fact of it being uneconomical 
for the dealer or agent to make these deliveries, until 
they become discontinued, which I think will be the case 
maybe in a few years, we are goine to subsidize our dealers, 
af they nave delivery facilites, to the extent or I¢ per 
gallon below the tank wagon price in order that he can 
meet thet competition and make those deliveries where 
necessary and continue to give the same service to sur 
customers as they received in the past, if, as anda when 
necessary. 

So that the situetion is that the fermers who dealt up 
to thie tat of June or the lst of July whensver viiowmen 
system went into effect, who dealt with the B. A. agent 
at Castor by having their gasoline delivered to them at 
the farm and paying the Castor posted tank wagon, they 
now will continue to get exactly the same service if 
Taey eo tO your dealer-distributor, your new dealer- 
distributor with the underground storage in Castor. 

As fer as consumers are concerned, they will set the 
same service? 


Quite right. 


That is from the stand-voint of this devler-distributor. 
Under the old system there wes a posted tans wagon price 


at Castor of, anything you like, 20¢, (end the agent 
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Willer 


at Castor got 2¢ commission for making delivery to the 
fermer. For making delivery to the farmer-consumer, 

Le Vole t ot “rieht? 

No} *six. 

PhetveLs: noveriLeht? 

Hevreceivedv ly per gallon as commission on the sale of 

the product to cover the various contingencies as outlined 
in our agency agreement. [In other words, he had to be 
responsible ’tirst vor all for the stock. ‘He had to keen 
tie DlLeee.in proper shape. He had to unload ‘tenk cars 

and other duties for the rate of commission of lg per gallon. 
Thet was all he got when he sold to the dealer in town 


a 
was l¢. If e farmer came into town and purchased his 
requirements f. o. b. warehouse, the agent still got lg 

per gallon. | I am speaking of the old operation. nie Ashe 
agent made delivery to the farmer in the country or to a 
dealer at some other edjacent point other than an agency 
point, he received an additional allowance of lig per gallon, 
which made in all 24¢. In other words, l¢ per gallon 
commission for the sale of the product and lz¢ to reimburse 
him for the expense of delivering, truck operation, etc. 

hat it amounted to was, what I am trying to say, as I 
understand it, to keep it comparable with the Imperial, 

what happened was, when your Castor agent made delivery 

of half a dozen bsrrels of gasoline to a farmer, the 

farmer paid the Castor posted tank wagon price, and your 
agent was ben 24+¢ commission on that? 

“hen you say, comparable to the Imperial, we are not 
interested in what the Imperial did do, or what they are 


doing today. I was never interested in what the Imperial Oil 
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He teiller 


y) 


Gid in the past. 


¢ 


You may not be, but I am for the sake Ol trying 3.0 
understand this marketing picture. It is much more 
difficult for me to understand than for you. When I 
Ueruion imperial O11 to you, it is purely for comparison's 
sake, and putting one down beside the other and seeing how 
they operets. I suggest to you thet your operation at 
Castor and the Imperial Oil oneration at Castor, when 


you maxe a free delivery to e farmer, the Imperial we have 


been told, the agént pets 2¢ a gallon, and we have been 
told by you that your agent gets 249? 


I do not know whether the Imperial would make free 

delivery at Castor. I do not knor what their rate of 
Oclivery is at Castor. All I know is we pay our agent 

12¢ to reimburse him for his cartage and delivery and 
Service rendered to our customers because we do not think 
that it is nossible for a man to operate for any amount 
Pescene eae noG think thet he 18 getting snougi even 

at lt¢. 

L simply out it to you the evidence here has been that 

the Imperial for a simiar operution at Castor gave a 
conmission of 2¢. Just so we will understand each other? 

LE do not know. 

Thet was the old system. Now what hanvens with the dealer- 
distributor in Castor today. If @ farmer insists on having 
delivery made to him on his farm? 

eee. ie Paes in getting delivery to his farm, and 
our dealer has delivery facilities, and as I say, so long 
as free delivery service is in effect, we will subsidize 


thet dealer or assist him in some measure in making 
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H. Miller 
that delivery by a subsidy of 1l¢ per gallon to assist 
in covering his cartage expenses, 
So that the situetion is - well, the big difference is 
the trucks are not going into Castor on consignment any 
more? 
NOSesiTr. 
They are purchased by this dealer-distributor outright? 
Theat ‘is corhcht. 
They are? 
Yess 
Puen tit "ls ‘deducted from his price. It works out, 
therefore, with respect to that part of the gallonage 
which he delivers to the farmer he pays net to you 2¢ 
uider the posted price at. Castor? 
He will get that 1l¢ per gallon actually on whet he 
delivers to the farmer, and to get that he will write us, 
he will render US &@ statement at the end of the month with 
copies of the invoices to correspond with the deliveries 
made, and he will receive that l¢ subsidy for cartage to 
help him in connection with the operation. 
And then he already has a cent as an undivided dealer. 
He gets lg off the posted tank wagon price? 
That is all. 
That I think explains the operation. By the way, how is 
delivery made from Stettler, from the main distributing 
brahch into the dealer's underground tank at Castor, 
by truck? 
By our own tank truck. 
By your own tank truck? And that is an operation of the 


Company's? That is a Conmany operation? 
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A That goes from our company-operated branch at otettler, 
from Stettler. 
Q That goes from the company-operated branch in a truck 


owned by the British-aAmerican and driven by a salaried 


employee? 
A Quite right. 
Gi, And that goes for the whole of it. None of this is 


contract truck? 

A No, sir. very branch we have will be fully equipped 
both with equipment and personnel on a salary, and owned 
by the company. The other declers, Mr. Frawley, in a 
particular town where one of our dealers might be selling 
to the farmer, other dealers there and dealers at all 
other points are delivered by our company-operated equip- 
ment from the comoany-operated branch. 

Q Yes? 

A In other words, thet dealer that is buying from us to sell 


wholesale as you say to the consumer. 


Q Yes? 

A Is not sunoplying any other dealer. 

Q Nom, - went to .maxe that clear. .If there were, 6nd) there are 
probably in Castor perhaps three, four or five B.A.) pumps 
at a garage or service station? 

A They will be delivered with our truck direct from Stettler. 

Ge, And thet is the man for whom you have made an investment 
in underground storage and other facilites, you have done that 
to enable him to serve the agricultural purchaser, generally 
speaking? 

A “e have done that to enable him not only to serve his 


customers, but to serve our custoliers. 
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oF 


To serve your customers? Yes, the people you have had 
there as customers of the Cestor agency for years, you 
wont to still handle thit business? 

Well, if they want our products and this distributor or 
this dealer is wilding to buy our products and supply then, 
that takes care of the situation efficiently. As a matter 
of fact, it will give in a great many cases the consumer 

in the country adjacent to the noint better service than 

it has before. “hen you look at your map and you find 

you have got 1,049 wholesale distributing plants in the 
province of Alberta, our experience is that you have not 
got half enough to give the facilities and the service to 
the farmer consumer that he should hsve. Inasmuch as it is 
a mistaken idea when you think that every farmer in the 
province of Alberta, Saskatchewan or \anitoba receives a 
free delivery service to his farm by the oil industry. 

Tt is very far from the truth. There is nothing to Lt. 
There is a big percentege of the farmers who are travel- 
ling anywhere from 15 to 25 miles to buy their requirements 
f. 0. b. Warehouse. And thet is getting more so every day, 
because it is becoming, es I said before, uneconomical for 


the companies or individuals to make those deliveries to the 


fermer because of the small quantity he is’ purchasiig 


compared with what he used to do. Therefore, I meintain 


They “with this form of distribution instead of a farmer 


who formerly had to go 15 or 40 mrileg to Dick Up ois 


f as A p ag was 
requirements; when he got there, find thet the ma ited a4 


out in the country making deliveries, or was over at the 


(i 3 OME é mhe h 
house, or down at the pool room, or sone place where he 


gets the run-around, and finally he locates the agent 


-e? 
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APTS tiver 


and he goes back home with his load, in future that 

termer *wilivbe able’ to’ goa into’ that dealer within 
possibly 4 or 5 miles of his farm and pick up the require- 
ments he wants, which we think he will be glad to do even 
as against free delivery, because in many cases today he 
has! to Watt for-an indefinite period until it becomes 
economical for that agent to get sufficient orders to 


take out to thet perticul:r district where that man might 


be adjacent to. 

THE CHATRMAN: Have you a hope of that being brought about 
without concerted action on the part of all oil companies? 
IT mean to say, supposing you decided it was poor business 
to keep on delivering to the farmers, might you not lose 

in volume if some of your competitors continued the gels 


delivery? 
“gll; I would think that with distribution such as we are 


putting in here, that if we were to decide to have a delivery 


price and an f. o. b. warehouse price, which we might do and 


which we have done, the majority of those consumers. would 


be interested in saving that little aifference and picking 


uo their requirements as against having them delivered. 


With this new form of distribution when it is completed, 


I think that is possibly the policy we Wille ToOvown | ino nnier 
words, thers should be two places. 


Would motwyour fy Owb. warehouse have to be cheaper than 


the poeles;or a comparable nroduct delivered free by some 


. a7 wy | ha 4% suc 
competitor? Thet 1s whet is bothering me% 


t do not think it would have to be cheaper, ur. Chairman, 


Would a man come even five miles for his product. if he 


could get it delivered to his farm free? 
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Bes Midler 
MR. FRAULEY: Greet e? 


Hi CHAIRMAN: Yes, or 1 mile? 
168, 2f he could buy it for less f. 0. b. warehouse, 
Ky suggestion is that unless your competitors in a given 
town agree. You say "“.e will give the farmer one price 
on his farm and one price at the warehouse”, and the 
tfermer would be inclined to come to the warehouse. 1 can 
see that, and purchase your goods, but if he got a comparable 
product delivered on his farm at the price you would give at 
the warehouse, delivered at his farm by a competitor at the 
price you gave at the warehouse, do you think you would hold 
the business? 
Well, if he was not inconvenienced as much as he is today, 
as I mentioned just now, you see we would not lose very much 
business. If he got immediate service, that Satie 
service, we might lose more business.  e would have to 
see that our price f. 0. b. warehouse was attractive enougna 
for him to come in there and take it out and make that 
saving as against the delivery. Because after all is said 
and done, Mr. Chairmam...--.-ecoes 
As against your competitor, that is all I want to know? 
As against your competitors as well as against your own 
price delivered to him? My thought is, and perheps I am 
putting it badly, my thought is - and I quite see your 


point about this service charge, at least its cost to you 


of making the service free ~ but what I am examining into is, 


is it feasible et this state to cut it out except by, the 


concerted action of all oil companies who are selling 


comparable products? 


“ell, I would say this, in sowie rlaces in the ‘est 
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H. Miller 


where the farmer is within a ten-mile district, possibly 

I would say ten miles, and is able to come to the warehouse 
and buy f. 0. b. warehouse at a lower price than he would 
have to pay if it was delivered, the majority of them would 
come in. Because as I said just now, there is fer too much 
delay in giving the farmer the service that he requires today 
because of the small quantity he buys compared with what he 
used to years ago. 

MR. FRAWLEY: To be effective, don't you think, getting back 
to Castor again, as long as the Imperial station there makes 
free delivery to the farmer and the U. F. A. station that is 
there does the same, you could not hold any of the business 
unless you provided the same service. Do you not think 

that would be almost inevitable, Mr. Miller? 

As I said, Mr. Frawley, unless we could provide the same 
service’ or “have two prices; one a delivery price, and one 

an f. 0. b. warehcuse price. 

That is quite true if you get enough under the Imperial 
free-delivery price; if your cash and carry price was 
sufficiently under the Imperial delivery nrice, then you 
might get some of the business. You think you probably 

will have to consider doing thet at a point like Castor 

and the other points, I suppose? 

MR. HARVIR: TRISVSUDSLOUV Gowers & 

While free delivery is in effect, yes, naturally. 

MR. FRAUVLEY: You have not tried it any place yet, to 

put in the lower cash end carry rice? 

Yes, we did. Vie tried it out, Mr. Frawley, in Manitoba 
and parts of Saskatchewan in 1957 and 1958. 
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I think we have, some places in Alberta. I cannot 

give you them right off hand. I think we have some 

places in Alberta where we tried it. 

But sneaking af Castor again as typical, that is where 

it would be, in a place where you would say to these 
farmers which formerly were customers of your Castor 
agency, you will say to these neople “If you will come 

in toMr. Jones, our new dealer-distributor, and take it 
aweyteu your own expense, he will give you a prices end 
that price you say will be better than the delivery free 
PEveceson whether of sthesluperial or the, U.«B. he 

Teuink Lieawowld shave to be, and I think it should.bee 

THE CHAIRMAN: How did it work out in Manitoba and 
Saskatchewan, Mr. Miller? 

At some points, Mr. Chairman, we had very good results. 
hehe Getcereot, fact, il think: the reason, for wit was, sasel 
said just now, that the farmer today is backwards and 
forwerds into the little town and passes there much more 
often than he used to years ago, and rather than, when 

he calls up and when he wants his recuirements taken out, 
he gives an order today, end if he can get it out today, 
well and good. But when he finds he possibly has to wait 
two or three days he says “ell, I can take advantage and 
get that extra 4g or lg a gallon, and I an going into town 
anyway, so I will pick it up.” In those cases, we found 
it worked very: well. 

MR. FRAWLEY: Yes, well I see this very interesting 

are not afraid thet the farmer has not 


development. You @ 


peen pretty bedly snoiled over all of the years by what 


the companies heve boen doing? 
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A. He. Miller 


A 


Q 


Well, you will have to face these things some time, 

Mir. Frawley. 

THE CHAIRMAN: Of course, the price allowed him must 

take into account he is snending money on gasoline coming 
and going when he is hauling it himself, except in those 
cases of course when he is coming in for something else 
anyway? 

There ‘are lots -of-erses where he is coming in for something 
else, and lots of times he is coming in with his team and 
wagon. 

MR. HARVIE: The subsidy looks after that to some extent? 
Yes, 1f he is coming into town to pick up implements, he 
has'no additional cost in going to pick uo a drum of 
gasoline, except the extra weight. 

MR. FRAWLEY: In follewing Mr. Harvie's suggestion, that 
eash and carry price would leave a nosted tank wagon less 
the subsidy you would be willing to offer the dealer? 

The f. 6. b, warehouse price. 

I think it would have to be somsthing better than that. 
You, would’ be*transferring the burden t the farmer. He 
would be doing his own delivering and the Chairman points 
out it would cost him something? 

It would cost him soemthing if he came in just for that 
purpose, but if he came in buyines something else, it would 
not cost him anything else to take back his fuel require- 
ments. 

But a certain.portion of the cost of the trip would heve 
to go against the gasoline supply. anyway, you are giving 
further consider: tion to that? 


Yes. 
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Ati. Mt bber 


Perhaps it is prt of your scheme ana why you out in 
these dealer-distributors, you may give a subsidy to 

the dealer or to the farmer who comes in. rerhaps that 

is part of the commany's policy? 

hellcGeyou cannot take it as the Company "Ss pOLiCy.) oUG 

we are giving it serious thought. Under the old dustribu- 
tion system, there were many farmers came to town and Zot 
@ sub-rosa subsidy from the agent, which he was glad to 
give because it would cost him more to take it out than 
wnat he’ gave the farmer to'take it out for him. 

dhere is one more interesting thing that comes out of this 
new system of yours. You heve not to post any vrices any 
Porewctco Uyets or polnts. That“1s true, iS sit now, 

All we post., Mr. Frawley, is the tank wagon prices. 

Yes. You cel) the goods though. They are not your goods, 
This Castor dealer-distributor owns that gasoline just as 
the B. A. station across fren the Court House owns it? 
Yes, 

Is it not a fact you have not got to post any more prices 
extent at Sl points? 

Correct. 

Well then, may we take it the B. 4A. Company will only post 
prices at Sl points? 


Theat is right. 


Then we are not concerned with all these differentials 
thet we have been talking about and dealer discounts. 
You just.leave all that to Mr. Dealer, or Mr. Dealer~ 


distributor? 


He is getting that today where he has to meet a condition 


of that kind, why, he will be invoiced at the tank wagon price. 
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A. H. Milley 


Q I thought you had some sub-marginel, I think Nr. Halverson 
called them. Let us take Castor. ‘le have been talking 
about Castor. No, not Castor, there is no differential 
discount there? 

A As a matter of fact, we have not made up our mind whet 
we are going to do on the price situation when our 
distribution system is complete. The present price 
situation, at least the farmer price situation, hes been 
Calgary plus freight, and in view of operating Sl zones, 
we have to make some changes, probably in the down price, 
InSveac Obepicking out prices: ‘at al) PClmives 

Q So I will understand it, it does seem reasonable to me, 
you would only post prices where you sell gasoline. The 


British American is only selling gasoline really now in 


ol points? 
MR. HARVIE: No, they are making deliveries... a 
MR, FRAWLEY: Oh yes, they are delivering, 


but you are selling at 3l points? 


A We are selling all over because we sell to the dealers. 


IG is not just 31 points. 


Q Let us see how far it goes. ‘ie have a place called 


Arrowwood which is in the Calgary zone, the Calgary district 


area, shown by your map part of @xhibit "442". I take it 
that at Arrowwood there is a dealer of some king? 
A Arrowwood was our egency, wasn’t it, at one time. 


Iteisvonayour price list, also filed? 
Tt is now a dealer. 


A “Nell, it was an agency at one time. 
MR. COMMISSIONER LIPSETT: There is an Arrowhead on 
the map. 


MR. FRAWLEY: IT have Arrowwood now, 
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Ae H. Miller 


ir 


£> 


a 


Mr. Commissioner. Arrowwood is one of those places 

where the differential discount has gone in. Deliveries 
being made from Calgary to Arruwwood, he now becomes a 
dealer-distributor, does he, at Arrowwood? 

eo ee Ue res ¢ 

He is given the name of dealer-distributor. Now why 

should you care about Arrowwood . “ell now, what is 
bothersome to me is, at what price are you selling 

for what is delivered to Arrowwood. Let us assume he 

were already established, for simplicity's sake. Would you 
vake and go to your price list that I have here. I think 
Wieaceshoulad pe explained. There is a price list, part of 
Exhibit "442", and I see that Arrowwood is a discount point? 
Ge. 

What is the transaction precisely? You are making delivery 
of a shipment to Arrowwood. ‘What dc you care about what 
conditions that man has to face. Tt is his gasoline. 


Lie. s now yours any more’? 

“g would have to care. We would either sell that man 
at a competitive price down there, or & fair price at the 
branch or lower . He would be buying at the branch price, 
I imagine. 

He can do what he likes. He can fly in the face Olany Oiny, 
serious difficulties to try and sell it without any discount, 


couldn't he, as far as you are concerned. It is his gasoline. 
= | 1. Le) 

OP ieneeten Gell it for b¢ under also, if he wants to% 

Qhite right. 

So I em wondering perhaps just because IT am not just 


catching it very quickly, but I just went to know what 


the relationship is between your company and these 
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differential discounts under your present set-up? 
Wall Gur price tO the dealer. woulda be a net price. 


In other words, they would have a price as you say at 
Arruwwood of 15.8 less lig. It is the net price and not 
the gloss. It does not mean anythine unless there is 


13¢ there and everybody pays the pricc. 


(Go to Page 10,491) 
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A. He Miller 
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Yes, but of eourse you have not any price, you have not 
any Arrowwood price any more, you have no gasolene to 
sell in Arrowwood any more? 

I will say this, Mr. Frawley. our price would be cither 
less or Gompetitive, whichever it might be. 

Then practically what you do is you would go to the 
price List of somebody who was selling gasolene in 
Arrowwood and posting the price,namely the Imperial 
Qi1, and you would find their price on Srd Structure 
Gasolene was 15.8 less lg, that is the Imperial's 
posted price at Arrowwood? 

Yese 

Then let me see what you would do, you have a dealer 
distributor there who wants a supply of gasolene, an 
ordinary purchase of gasolene, you would séll him 

that gasolene, delivered into his tanks at 15.8 less 
1#, is that it? 

We would have to sell him at, at least an equal price 
that he could puy elsewhere or for less as I said; based 
on the present price structure I would say he could buy 
at that price less 1s, but if we go into, zoning his 
price might be less or it might be slightly greater. 
His zone price would give everybody in that zone the 
Same price. 

Dealing with this whole question of price, and I think 
those things should be explored, let us go back to Castor, 
there you are not posting any more price at Gastor 
because you are not selling gasolene at Castor? 

That is rights. 

How do you arrive at the price et which you sell the 


man at Gastor? That is why I suggest to you you are 
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selling him et Stettler, at the Stettler price, just 
toll us all you can about how the man at Castor, about 
the prico at which the new desler distributor at Castor 
isizgoine to .get his goods ‘because TP find ie rataer 
bother cme. Mr. Harvie says you are selling from your 
tank truck at Castor, is that what you are dning, these 

K are tank trucks ettached to the Stettler station? 

Yes, 

Q@ Surcly, you are selling at Stettler to the dealer at 
Castor but whatever you are doing you are selling it, 
and I am just trying to understand it, how you arrive 
at the Castor price, you have no more posted price at 
Castor, you have 84a agency there, amd you have a 
big agency at Stettler and you have a number of dealers 
in that area, that Stettler district, now how do you 
arrive at the Castor price? 

A Well, as 1 say; our price would be equivalent to any other 
price at Castor but if we were on a zone price, which we 
might have, and the price at Stettler was lower than the 
present price at Castor, our Btettler price would prevail 
at Gastor; in other words, Mr.. Frawley, LY the price 
were 15% at Stettlor and it wes 16 cents by somebody else 
at Castor and we decided to put in a zone price, it would 


be the zone. Then he would get the 15% cent price at 


Castor. 
& Iam going to stop long enough to explore this -~ 
Q MAJOR LIPSETT: Supposing, Mr. Miller, you have 


a couple of dealers at ctettler and a couple of dealers 
at Castor, and assuming the price at Stettler to the two 


dealers of Stettlor was 20 cents, any Prices.cer, 
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A. He Miller 


YeOS~e 
Would the two dealers in Castor get it at the same price 
delivored in Castor or would they have to pay that 
Stettler price plus haulage? 

yi) Well on a zone, you see it is bascd ona zone. Castor 
comes into the Stettler gone; if it was on a zone basis 
and a zoning price basis, ovr dealers at Castor would 
get the same price as they would at Stettler. 

Q That is to say if it was 20 cents at Stettler it would 


be 20 cents at everywhere in that Stettler zone? 


A If tho zoning price was established. 

Q And that has not happened yet? 

Ls No, sir. 

Q Just one other angle perhaps, you perhaps explained it 
but I did not follow it if you did, you have this wholesale 
retailer who has an underground tank or underground tanks 
that are your property at Castoro.-. 

Ls Yes. 

Q And you have a second dealer in Castor, now is that second 


dealer, is he in a position to supply the farmers at all? 
A NG, “pir. 
He has to cut out that business altogether in future? 

4 Well, he may never have had it. He is deliverod by our 
branch truck from Stettler and pays the same price the 
other dealer does and sells to tne farmer: in other words 
he will pay us based on today's price whatever the tank 

wagon is less 1¢g por gallun. 

Q But the other dealer who has these underground storos, 


he gets some . discount, does he not? 
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q To enable him to supply the farmer? 
Wo, he gets the same price as the other dealer. He gets 
the tank vagon less 1 cent discount based on 100j exclusive 
contract as exclusive dealer. 

Q The other man, the other dealer, then he can supply the 
farmers out of his pump if he likes, if he wants to? 

A Yess 


And he would have the cent as well? 


© 


A He would make the cent too; asa matter of fact today there 
aro many dealers who are supplying the farmers at what we 
call non-agency points and are satisfied to do so on their 
L gent discount which they secure below the tank wagon 
price. 


56 Mr. Harvie and Mr. Frawley point out, the second dealer 


SD 


could not supply the farmer because he would not have a 
wholesale license? 

4 Vell that would be the only thing which would prevent him; 
the regulations can prevent it but otherwise he could, 

Q Apart from tho regulations, each of them would have 1 cent 
if they were undivided dealers? 

4 They both have the cent, sir, but, as Mr. Frawley says, 
by virtue of the rogulations the other man is not permitted 
to sell to the farmer although he gets 1 cent off, the 
same price as the other dealer does who sells to the 
farmer > 

Q Tt has nothing to do with the organization you are setting 
up, it is simply Provincial regulations? 

That is right. 
MR. FRALEY: I have these Stettler and 
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4 * tle Miller 


Castor prices, you take it from me it is in evidence 
before this Commission that all of the prices these two 
prices at Stettler and Castor posted by Imperial Oil 
are Calgary plus freight precisely, now assume that? 

d Yess 


So we have a price at Stettler of 19.4 for standard 


2) 


gasolene, that is the Imperial's Three Star and yuur 
Mevr-Nox, and 16.8 less 1 for 3rd structure, and at 
Castor 19.6 for Standard gasolene and 17.1 for drd 
stvucture, now that being the basis of these posted 
prices, why should you pay any attention to them. 

Mr. Miller, you have a different set-up altogether, 
you pring the gasolene in in large quantities to tank 
farms, onc of which is at Stettler, and why should you 
not have a different price set-up than the Imperial 
Gist 

b I do not know whether, I do not know that there is any 
reason why we should not; in some cases We might sell 
our merenandise for more and in other cases not; am a 
other words we think we would have to be competitive. 

We have sold products, Mr. frawley, at higher prices than 
the Imperial Oil Company and we have sold them at Lower 
prices. 

Q Vell now, Mr. Miller, Tam just, 1 am trying to strugglo 
with this thing, it is the first time I have evor had 
this British american marketing operation explained to me 
and I do not know whether the Commission is getting much 
help out of my rather helter-skelter cross-examination, 
but I have had no chance to examine it at all. 


4 Mr. Frawley, I am sorry that you, ab you say, have not 
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had a chance to go into this picture with us but I 

would like to mention this that for four or five months 

we worked up a picture at your request based on 1937. 

Yes? 

4nd I might say that there was a tremendous amount of 

work, time and effort put into that picture and then we 

were asked in the last few weeks to give you the 1938 
pictures; therefore, we have had to discard our 1937 

picture and build a new one in line with your requirements. 
Oh, yese 

and I might say that that has only just been completed; 

as a. matter of fact part of this has only been completed 
sineé I have been in Calgary. 

pe qual te realize that you were asked to change it, it was 
prpocted you would change from 1937 to 1948 as the Commission 
became prolonged and there was no possibility of completing 
it ubing the 1937 picture; no, I am simply making 
apologies, not only to you but principally to the Commission 
for struggling slong in this cross~oxamina tion. I have 
never seen the setup and I want to get 611 the implications 
for the Commission's benefit in this new marketing situatione 
I could wait end consider it and come back in two or three 
days, perhaps that would be as useful as anything but I 

will go along and sec if I can find all the fundamentals 

in this marketing setup, this new marketing setup of yours; 
now, it is price I am speaking of, do you see any, in your 
change at all, in having these district tank farms end 
supplying only through selected dvaler distributors, and 

the elimination of a lot of vertical stowage, which you 


yourself described as being antiquated and obsolete, 
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do you see any chance of getting these tank wagon prices 
down at those points where you have dealer distributors, 
take the point of Castor as an illustration, becauso we 
bave spent so much time with Castor, the tamk wagon price 
at Castor now is 19.6 for lWevr-Nox and Three Star and 
17-1 for Srd Structure Gasolene, that is Calgary plus 
freight, you can take it from me that that has boen put 
into the record, that it is Calgary plus freight;are ygu bound 
to Maintain 19.6 and 17.1 at Castor notwithstanding the 
improved, the improvement in the marketing system, because 
you doubtless regard it as an improvement? 
Well to answer that question, Mr. Frawley, this now form 
of distribution, as I said this morning, in the first 
place we have not completed it; in the second place, I 
go not know as to wheat extent the economies might be. TI 
will say this, however, that part of it is already offset, 
if there is to be any saving, to offset some of the 
reductions which have been made over the last two or threo 
years which have beon quite considezable. 
To offset? 
Il say offset, I mean there have been already very heavy 
reductions made in the Province of jlberta, greater than 
any other province in Canada and as to what economies 
we will make on this, I cannot definitely say at the 
present time, 
You do. not mean -- 

I am satisfied however that thore will be economies 
effected but we have to consider, as I say you have, we 
have got to see how the thing works out first of all, 


we have to consider the additional capital that is 
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involved in this change of distribution which is very 
considerable throughout the three provinces, including 
Alberta, but I will say this that tho service to the 
community is far in excess of anything which has been 
given to date, the servitco will be very beneficial to 
them and it will not cost them more in any case, if it 
does not cost them less. 

Now just go back to something you said a moment ago, 
that there have been great reductions, ysu mean tank 
wagon reductions? 

Yess 

4nd sone of those economies you hope to gain by cperating 
this new system, are to compensate for those reductions 
as I take it? 

Well, not altogether but we naturally consider taking 
reductions into consideration, that have taken place 

in the past in connection with this new form of 
eeceneRo If we can operats, in other words, more 
economically and more efficiently, that is our policy. 
You do not meam to say you have lost money? 

I do not think there is any oconomy if you are going to 
cut out efficiency. 

You have not lost any money on these reductions in Alberta 
in the last couple of years that you spoke of? 

MR. HARVIE: We lost the reductions. 

MRe PRS LEY: You still managed to make a 
prefit at these reduced tank wagon prices? 

We did make some money last year- 

SUrG e 


But last year, Mr. Frawley, was the best year in the 
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history of our Company in jlberta. 

Q I never saw one of your statements yet when you had not 
made any money and I was just wondering whether or not 
you were trying to recoup yourself from losses; you did 
not metm that at all, you do not mean you have put in 
this marketing system to recoup yourself from marketing 
losses in the Province of jlberta? 

A Well, this system is being put in to give greater 
efficiency and at the same time to create economics ua 
possible. 

Q You do not mind answering that question plainly, do you, 
you have not put these in to save some money to recoup 
yourselves from losses, you have not had any losses in 
the Alberta market? 

v3) The jdlberta market has not been very profitable until 
1938. 

Q That may be, but you have not lost anything. Mow that 

| I have this marketing setup of the Imperial Oil's, which 
is Calgary plus freight, I have already asked you though, 
you cannot tell the Commission that you sce any chance of 
reducing these tank wagon prices although you aro operating 
on a totalling different basis? 

A Well, I think the best answer I can give to that, Mr. Fravley, 
or the best information I can give you on that wuld be 
this, it is very apparent the tank wagon prices are being 
reduced continually. There is or in other words there 
were tank wagon price reductions in the making every hour 
in every day of the year and have been for some time. 
There are many things that determine tank wagon price 
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Yesa 

fn addition to raw material, the cost of manufacturing 

and so forth and many other things, 

I think I will let you continue now with your volume 1. 

I interrupted to try and get this marketing picture 
straightened out? 

I think that completes No. l. 

MR. HARVIE: Just on one point, Mr. Miller, 
according to Mr. Frawley, the figures he gave you, the 
tank wagon price at Stettler was 19.3 and at Castor 19.6 
at the present time under the old posted or your present 
price, is there any immediate thought of a change in 
those prices just on account of the introduction of this 
new system, unless you do it by way of a zone? 

Noo The zone situation, the zone policy was the one which 
we had under consideration. 

And that would be what would make any change at the moment? 
Yeso 

Any other change would just rest upon results? 

Yess 

THE CHAIRMiN: Do I understand that the 
zcne change is contemplated? 

Well under this new distribution, Mr. Chairman, we have 
given some thought to that because operating as we will 
with 41 gones;main distributing points, it is going to be 
very difficult for us to try and follow the various 
prigces or to know whet we should do as to price in all 
these areas where other people aro operating and 


personally, I think when we had the old zoning prices 
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it was far better than it is today. 

Q MR. FRAWLEY: Let us understand, when you 
say "old zoning”. you mean where there was a certain 
amount of zoning and within that zone the price was 
the same in all potnts within the zone? 

A That is right. 

Q 4S distin: uished from the Imperial's present plan of 
stepping-up each point as you gct away from Calgary, 
it is just a few decimal points more, it is exactly the 
freight to each point, so the Commission will understand 
and previously they would have a zono from Calgary, say 
up to Didsbury and at all points from Calgary to Didsbury 
the same price would obtain and then as soon 418 you 
crossed the line at Didsbury you would be in Say, the 
Innisfail zone and in the Innisfail price and the inequity 
of that was that the people just north of Didsbury would 
be paying comsiderably more, appreciably more than the 
people just south of Didsbury, while it might be only a 
matter of a mile or two and that was all straightened out 
by the Imperial posting a price of Calgary plus freight 
to each railway point, is that the only thing you had in 
Mind ye 
THE CHAIRMAN: The witness says he thinks 
this would be the better one. 

& MR. FR. WLEY: Better than that kind of 
zoning system I have indicated? 

Pi I do not know how large the zones would be hir. Prawley. 
When we Bet the picture all finished up and operating 
and when we can see what our various costs are to these 


various points under the new methods of distribution, 
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truck transportation and so forth, we can then tell 

botter what size the zones should be, if we should 

decide to go into the goning price and what the 

zoning prices would be. 

Perhaps I should discuss this with you, We talked to 

Mr, Halverson about the Calgary price of 16.5 and 16.5 

is just as much the postcd price at Grande Prairic as 

it is at Calgary because it is Calgary plus freight, 
except for the southern part of Alberta, the tank wagon 
price of gasolene all over Alberta is 16.5, Mr. Halverson 
said that price was set having in mind his need, the needs 
of his marketing system which extends from Calgary all the 
way to Grande Prairie and so on; now if you have 31 points, 
you, I suggest to you will have 31 laid down costs to begin 
with, that is true is it not, roughly speaking? 

Theat ds rights 

Well then, why would you Cepart altogether from this 
provincial wide prico fixing or price determination and set 
a price, having in mind the requirements of these 31 

Small zones which we find on your mar? 

Well, under our new form of distribution that might be 
possible. 

That is what you might do? 

‘hat was the Calgary price, 16# plus freight, you must 

keep in mind, Mr. Frawley, freight anywhere in “estern 
Canada is out of all proportion to what it should be, 

the freight rates are too high and that has been responsible 
for prices that have existed in some arcas. 

Yes, now I do not want you to commit yourself in a way 


that you do not feel you should at the moment, but J 
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want to get your view about it, you have no need of 
sticking to the Imperial price structure which is fixed, 
Mre Halverson frankly says, having in mind the whole 
Imperial picture which is province wide? 

Did he say we did not have any necd to? 

YES. 

Quite right. 

So there is some, you think there is some, do you see some 
hope that your new marketing system with your setup of 
Jl marketing districts with 31 laid down costs, you 
think that you might be able to bring down these tank 


Wagon priceSececeee 


Maw OA RVIE: On put theme wp. 
Maw FR sly $ well if you think it: means 


putting them up, I would as soon know frankly? 

wOll, Mr. Frawley, I think they will be determined, as I 
Said before, on the ssving that can be effected and we 
have had all these things in mind. we considered this 
thing from every angle, we have not considered today, 
we have considcred the future, and when we decide to go 
ahead and make the investments, in scrapping the distrib- 
ution wich has out-lived its usefulness end put in a 
new system, we considered all this. 

I do not want to repcat at all, but before I leave this, 
you have filed 20 pages of a price list in your mxhibit 
"4427, and that I now take it is historical, that is for 
the praia wion of the Commission as to what the case 
was rather than what the situation is? 


OultSe. right, except as I said, and I am sorry to have to 
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repeat that aguin, being in this changeover period 

in some places these prices might exist and in others 

they might vary. 

Well this is the price list for the ilberta division, 

ShoWing the price posted at all of the various places 

where you had agencies, that is correct? 

Quite right. 

Now hundreds of those stations have disappeared, those 
agencies have disappeared as agencivs? 

Quite right. 


And you now sell gasolene and it belongs to the dealer 


‘in that town? 


Quite right. 

And I put it to you there should be no such thing as your 
Company posting a price; a dealer may have to follow 

the Imperial's posted price because we still have Imperialts 
posted price? 

That is true. 

But so far as your Company is concerned you have no postings 
in the great majority, well you have no postings except 

in 41 points, you have told us that? 

Correct, when the distribution is completed. 

MiJOR LIPSET?: I take it, Mr. Miller, that 

so far as you are speaking of these Sl points at the 

moment, all that is decided is that there are 31 zones 

for the purposes of distribution? 

That is right. 

‘nd that up to date you have not considered,you have 


not decided as to whether there would be one price 
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H. Miller 
in each zone? 
No ,§ ‘Sir. 
But that is one of the possibilities that you may 
decide on. in this step you may take your bulk 
Gonsignments to Stettler and deliver it to all the 
dealers in that area by your own truck? 
&t the Stettler price. 
ind you may possibly decide to make the otettler prics 
apply notwithstanding the truck delivery? 
That is right, sir. 
But that is not decided up to date? 
No, sir. 
THE CHS IRMIN: I am quite interested in 
what you say with respect to the farmer deliveries; as 
I understood Mr. Halverson, he rather defended it on 
the ground that at busy seasons it is exceedingly 
GQifficult for the farmer to leave his work to get in to 
get his goods, that he often did not have the trucking 
facilitics for doing so, what do you think of that? 
Well, I agrec with that, sir. 
During harvest and sowing? 
at cortain pork scnsons of tho yoar, thc main se’.son 
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But with the wider, more accessible distribution, it 
would take care of the needs and requirements of the, 

of all communities where there is farning activity, 

then that is not such an important factor. The dif- 
ficulty of doing so as I say a man is fifteen 

or twenty-five miles, as many of then ae Sev osiean 

agency point, then naturally he is desirable of get- 

ting free delivery, particularly in the harvest season 

of the year, which is the most important, when he is 
taking his crop off, he wants imasdiate delivery and we 
know by experience that where free delivery has not been 
available immediately, why he has nede other provisions 
to get it out because of the loss he would sustain in de- 
lay due to weather and so forth that might transpire. 
wmidOir LIPSETT;: nother way of putting it I 
suppose is that at the tine the farmer was so busy that 
he couldn't come in, at the same time your agent is so 
busy that he cannot get out under the present system? 
Then there are road conditions too; there may be some 
points that he can get to today yot that he might have 

to wait two or three days to get to another point off the 
main road because of the weather. 

Is not the farmer, as a result of this losing something, 
whatever it is, that he has today, under this new system? 
I didn’t quite get that. 

Is not the farmer somewhere a loser, if this new system 
gos in; at the present tins the farmer is getting free 
delivery? 

Yes. 

Subject to this delay? 
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He ils going to be deprived of that but with the benefit 

of the more points where he can go and get delivery? 

Well of course---~ 

In the balance you do not think he is losing something? 

&t the sam3 time, sir, whilst he is getting something to- 
day he is partially paying for it because after all is 
Said and done that delivery service has to be maintained 
and it costs something to maintain it. 

You mean if that were eliminated the general distribution 
costs so far as the company is concerned might be reduced? 
That is right, sir. There is no reason why it should not be 
to that extent. 

AS against that then, each individual farmer would have to 
bring his car or his truck in to gét his own supplies? 
That is right, but under the old distribution system he 
would have more difficulty and further to go and more in- 
wonvenience than he will have to go in the future under 
our new syste. 

T can see that, but even with the increased facilities and 
the shorter distances and the better roads, the farmer would 
still have to do a service similar to what you have been 
doing for him, and do it at his own expense? 


That is right. 
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THE CHAIRMAN: You sav vreater reductions have 
taken place in alberta than anywhere. Just what do you mean 
by that, Mr. Miller? 

By that I mean, Mr. Chairman, that the tank waggon prices in 
he «rovinee of Alberta have reduced greater than any other 
area in Canada over the lust few years. I will be glad to 
illustrate that more fully in the next submission. 
MR. FRAWAHY: And you will deal with those 
reductions which have been due surely to the drop in the 
pence "Ge cruce, "orc ouirse ? 

Ido’ not agree, Mr. Frawley, altogéther with that. -rice 
reductions have been made apart from the price of crude; 
Poeeogeunerve have been ditferent kinds. There have jeer 
different kinds, but I say you will distinguish between 

the two kinés of reductions” 

inmere arev-arnumber*’ of things that) Led-upeto and? caused 
reguctiems to be made.” One of these particulerivars the 
free competitive system that exists in this industry to-day 
in"estern Gatiada. In fact, allover Canada: 

Wir, Miller, taking this Stettler aree again, I) notice) that, 
iemy nap is correct, that you have outside of Stettler 
itself only four dealer distributors in that district? 

Under this’ new form of distribution there is no more cost te 
us or very little more cost): excep iu thevemall mous oF 
wholesale equipment facilities to make it necessary, it does 
not mean very much more to us, whether we have four or 
whethsr we have one in every town in the Stettler area. 
As a matter of fact, if we had one in every town outside of 
the investment it would add very considerably to make these 


requirements more accessible. Even although’ there has Seen 
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A. H. Miller. 
free delivery in the past I think it would be cheaper to 
the farmer even coming in to get it himself. 
Yell, that is what I am interested in? 
4S long as they are accessible everywhere. 
It is a very interesting development and I think of great 
importance to the Commission, this cash and carry proposition 
of yours. But I find that in this Stettler district, which 
I suppose is as typical as any in Central Alberta, you have a 
dealer distributor or something in Bashaw,which I think ig 
a dealer distributor, you have one in Donalda, one in Alliance 
end this one in Castor, and that is all you have got? 
There is one at Gadsby, I think too. There should be one 
there because we had a place there before, so Il am pretty 
sure there will be one there. 
No. 
In other words, every agency point we formerly had, have 
these facilities and we are adding as many more as we deem 
it advisable to service the community and take eare of our 
distribution and sales accordingly. 
Well, of course, we cannot pursue it very intelligently when 
we have not got our facts in accord. You are probably 
quite right but my record shows there is no wholesale 
facilities at all at Gadsby. But let us just stop and let 
you get on with your presentation. 
MR. HARVIG: That will be available very shortly. 
TH: CHATRMaAN: are you offering this as Volume 2 
OLMvOurevrilet? 
MR. HARVIE: - AS Volume 2, Mr. Chairman, and 
along with that a book of graphs, I would say as another 


Exhibit, although they are read together largely. 
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Ae-i.. Miller. 
THE CHAIRMAN: Volume 2 then is Exhibit "443". 


(DCCUMENT IN QUESTION IS NOW 
MARKED EXHIBIT "443", ) 


THE CHAT RMaN: What is Volume 2 called? 

MR. HARVIE: It is just Volume 2 of Mr. Miller's 
brief. 

THE CHAIRMAN: Yes, all right. Now, you say there 


is a book of graphs that goes along with that? 


MR. HaRVIE: It might be marked Exhibit "444", 
MR. FRAWLEY: Unless it goes along with Exhibit 
WAag a 

THS CHAIRMAN: we Will marke it Exhibit "444", 


(BOOK OF GRAPHS IS NOW MARKED 
BXHIBIT "444", } 


INTRODUCTION: - 

Apparently it is considered that fuel prices in the Province 
of Alberta are too high, the inference being that they are 
out of line with other parts of Qanada and adjacent territory 
of the United States, this due mainly to too many retail 
service stations and wholesale distributing points, and the 
price of fuel thereby being loaded by too great an investment 
in these marketing facilities. 

We, therefore, feel that we should present facts to justify 
the existing prices, to eliminate any thought of large invest- 
ment in retail facilities by the industry, and to justify the 
wholesale distribution set-up as it exists to-day. 

I might interject there and say that we intend to 
try and show later that a loss of 2 or 3 cents per gallon is 
within reason without proper wide distribution facilities of 
petroleum products in the Province of Alberta and Yestern 


Canada as a whole. 
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You say lack of volume would attain that result? 
No, Sir, I mean by that I think it is quite easy for the 
farmer to lose the equivalent of 2 or 3 cents per galion in 
his operations if proper facilities to take care of the veak 
season are not provided. In other words, whilst he would not 
pay any more for them he would lose out on his operations and 
it would amount to an increase of 2 OT 5 CeKts, as scapes 
existing prices. 
PRICES: 
Alberta prices, and their relationship to other areas in Canada, 
as illustrated on graph and based over a ten year period, 
have been reduced a greater extent than any other areas, and 
more so Since crude supplies became aveilable in alberta. 
PRICK REDUCTION (In Cents per Galion) 1928 - 1938 INCLUSIVE 
Montreal Ottawa Toronto Windsor Ft. William 
i scree 5.009 5.15¢ 4.50¢ 2.70¢ 
Winnipeg Regina Saskatoon Calgary Edmonton 


Ee ee lease | onrnannninamnem ttre) saiupeneaneiiamaiectiee) | \pavugsemasneni ae ee 


2.904% 8.05% Dae 8.15¢ 9.309 


Those are the reductions that have been made in the 
tank waggon prices from 1928 to 1938 inclusive. On the eraph, 
I refer to Graph No. 1, that covers these tank waggon prices 
Shown in graph form, covering Montreal, Ottawa, Toronto, 
Windsor, Winnipeg, Fort William, Regina, Saskatoon, Cal gary 
and Idmonton. 

I made a statement up on each one of these things 
in order that this can be followed easily and particularly 
later if necessary. Therefore, statement No. 1 I refer you 
to now. | 
MR. HanViIi: Just show where they will find that 


in the book. 
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5 He ts Milier. 
“4 it is under the No. 1 tag in that book . Statement No. 1. 
STATEMENT NO. 1. 

Statement No. 1 gives the average yearly, net 
Tank ‘Jagon prices for Standard Grade Gasolene, exclusive 
of Gasolene Tax, in each of the main cities across Canada, 
covering an 11 year period from 1928 to 1938 inclusive. 

This statement also shows the average yearly 
price per Gallon for the 11 year period, and the price range 
infesoneor the "cities: that is, the maximum variation in price 
over the period; also the total price reduction by .c ity (inom 
the highest price charged during the 11 year period to the 
price chanezediiper callon in 1938; 

That Graph No. 1 corresponds with that and presents 
a picture in cents per gallon of the average yearly net tenic 
fiagon price for Standard Grade Gasolene, exclusive of 
Gasolene Tax, in each of the main cities across Canada, 
covering an 11 year period from 1928 to 1938, inelusive, 
and portrays clearly the general price trend. 

In other words, Graph No. 1, if you go to alberta, 
ania tekewyour.Caleary srice in 1928, it was 22.80. Thad 
price rose in 1928 and continued up until 1929, when the 
Duieeereaghed 26.70, within a fraction.’ It then idecigned 
throughout the year 1928 and there was a very steep decline 
dow netesLgo) .and 1931. The decline was down to 20.30 
Cemis;ueric0.40 gents... Beginning 1931 it irose gradually 
tTheoughoutethe 12 months period up to 1962 ,.back up to ,ele75. 
It then declined commencing with 1953 and continued on down 
throughout ithe year 1944 until it reached the price of 
SOVLSeocnts per gallon. it then rose, again. from 1963) inte 
1954 and throughout that year gradually inereased until it 


reached 21.50 in 1934. From then on 1934 to part of 1935 it 
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maintained that price level. In 1936 it gradually started 

to descend, reaching at the end of ISO ed Ob Tt ts heen 
going down ever since until 1937 we had a price of 19.40 

at Galgary and in 1938 the price’ was 15.7. and the 11 year 
average is shown as 20.40 cents, having a price range over 
that period as shown on page 1 of the prices of 8.15 cents 
per gallon. In other words, there is no other area in Canada 
Over that period that has haa a greater reduction in prices 


than the Province of 4!lberta. 


MR. COMMISSIONER LIPSETT: How do you explain that, Mr. Miller? 


Why should, for instance, Montreal have a reduction of "fF 
cents and Fort William only 2.70 cents? 

Yell, I suppose to answer that, lr. Commissioner, I would say 
that the cost of operation, the cost of Pepin 2 ear ean 

is all water transportation into i:ontreal. There are not 

the same charges that there would be for inland. And 
economies being made and as crude has fluctuated in relation 
to that these reductions have been made effective throughout 
the period. 

MR. FRAWLEY: It is all water into Fort William. 
Well, yes, Mr. Frawley, small lake boats can go into Fort 
Wiliiam from Montreal, but there is a different picture there 
again than lerge ocean tankers going into Montreal with crude 
where it has to be re-run, re-refined and loaded into snall 
lake boats and shipped west. 

Mr. austin brought the »rice down in Montreal, didn't he? 
Well, he might have been partially responsible last yeer 


or so for some reductions down there maybe. 


THE CHAIRMAN: \Yho ? 
MR. FRAWLEY: Pell the Chairman’ about this’msan 
austin. 


Beg pardon? 
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Soe a yee, nn ROS Wb 


Tell the Chairman and the Commissioner about this men Austin. 
What he did in Montreal. 

dust what do you mean, Mr. Frawley? 

You know his operations. He came over from Detroit and put 
the prices down in siontreal, didn't he? 

aS IT understand the picture, he was brought out from Detroit 
and reinvested his money in Canada and, of course, tmt class 
of operation or that class of operator always Aaaks it advisablo 
to enter the market where the greatest volume exists and 

where he can consequently oper. te in the most economical 
manner. In other words, we find all this type of operators 
dropping into a particular area where the greatest potential 
exists and due to their economical operations - I do not want 
to and I would not like to go into detail with reference to 
his operations, with reference to his salaries and with 
reference to the way he secured his properties or with 
reference to the number of people who have gone broke and 
things like that in connection with the business they have 

done with him. But it was just a very skim milk propesition 
Imo eeneral. lo can say that. 

“was it Roumanian crude he brought in? 

He started off buying Roumanian gasoline. He bought Roumanian 
gasoline at ridiculously low prices. 

THE CHAIRMAN: You mean gasoline or crude? 
NOgeeeagGline..wHe eas no refineries. He bought that at very 
much less than the prevailing prices in the home market. 

After he had bought the Roumanian and some Russian gasoline 

he took that into the Gulf and blended it with a lot of casing- 
head and natural gasoline and moved that into Montreal and 


reduced his prices in order to sell it. In other words, he 
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A. H. Miller. 
is a price operator, nota quality operator. 
MR. COMMISSION=R LIPSETT: It would be just interestirm 
to have your views about it as to how it is possible for 
gasoline to be refined in Roumania and Shipped out to 
Montreal and still sold cheaper than the companies operating 
in Canada or across the border, the refineries there can 
Sell it. 
Later on in this brief, Mr. Commissioner, I am going to 
illustrate more clearly about that general condition as it 
exists to-day. But now you ask me that question right now 
I will say this, that we have the same condition prevailing 
not only with gasoline coming in from Roumania or any other 
point in Europe, but we have got the sane condition prevailing 
in the Gulf market. In the Gulf today it is the lowest 
priced market in the world. It is right adjacent tothe Texas 
fields, which you know have a great potentiality. We know it 
to be a fact beyond any shadow of doubt that gasoline is being 
Sold.to. the same man to-day in Canada, the same Mr. Austin 

and others, is being sold below the actual price of 
production in the Gulf to-day. 
MR. FRALEY: Below the actual cost of production? 
Yess gin. 
Of what, crude or gasoline? 
Of gasoline. 
MR. COMMISSIONER LIPSETT: Do you mean distress stock? 
Distress stock. There has been distress gasoline there for 
years and as fares I gan ‘see it there is liable to be 
distress gasoline for a long time to come yet. The policy 
down there has been to dispose of it with the idea of getting 


back their crude price. As long as they get back their price 
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of crude because of the big production they were making they 
were possibly satisfied. ‘Je know by expert analysis that 
when the product has been manufactured into gasoline 
notwithstanding the fact they must have a lot lower cost of 
operation with plants running 50,75 and 100 thousand barrels 
a day, as against the smaller plants, we do know that the 
price prevailing there to-day is below the cost of prodw ing 
that product. In other words, they are satisfied to get 80 


cents for their crude instead of $1.00 as long as they sell 


Dtvand sew rid of it that way. That is the prevailing picture 


MA. SFRA VERY $ The result is that at least to 
some extent the consumers in Montreal and Toronto are profiting 
Mellin sfowill sey this. My exoerience has been while some 
consumers have profitted there has been a lot of other 
consumers that have suffered due to these conditions. 

How do you mean? 

In the first place unfair wages were paid. 

Oh, well. 

And I think it is only right to say when unfair wages are 

paid prices are reduced below a reasonable margin of profit 
and labor and industry generally must suffer. That is only 
just ordinary----- 

Common sense? 

Common sense or economics, whatever you would like to call it. 
And that condition has been very troublesome in that 
connection down there. These peools do not serve the wide 
areas. They do not attempt to go in there and give service 
and sell an article or sell gasoline or petroleum products 
rather at the lowest price possible. He prefers to stay 
where there is a large offering and reduce the market in 


order to secure a very large volume there for LArer LOG 
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products. 
MR. COMMISSIONER LIPSETT: “Jould you put it that he con- 
centrates on a populous market like Montreal and leaves 
the outlying districts unprovided for for service? 
That is correct. He came into Montreal and a year ago he 
came into Toronto. 
MR. FRAWLEY: He certainly has not any sense 
of responsibility that he owes any duty to the public to 
serve them with petroleum prodw ts? 
in the first place he is not a Ganadian citizen. He has no 
properties in Canada. All he has is this business. 

Now, I will go to page No. 24. 
The average net tank wagon prices in the State of Montana, 
for 1936, 1937, and 1938 shown in Imperial Gallons, Duty, 
Sales and Excise Taxes paid for comparative purposes, and 
their comparison with those in Saskatchewan and alberta 
over a gimilar period, are as follows: 

STANDARD GRADE GaSO LENE 
1-9-3 - 6 


Regina Saskatoon Calgary Bdmonton Average 
21.88 BD wor 21.04 25.68 25.07 


Billings, Mont. Great Falls Butte, Mont. Helena,liont. Average 
22.93 25.27 21.64 25.81 22-91 


THE CHAIRMAN: Well, I think we will rise. 
(At this stage the Hearing was adjourned until 10:30 a. It. 


4th July, 1939.) 
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EXHIBIT 445 
Blue-print showing plans and 
Specifications of the new whole- 
Sale, facilities being added to the 
premises’ of the dealer distritputorae 
Bio British American O11], Comp anyiaegs.<- loo 
Produced by the witness A. H. Miller 


EXHIBIT 446 
Yhotograph of British american main 
Grourvouging branch ac Drumie ler. car. BG et oy 


Peele 447 
Another picture of British American 
main distributing branch at 
er amnpewl GIs 266.2» » 9 slo's a Ditewenenad siemens Cains avons ode) pahel < 


EXHIBIT 448 
f Photograph of warehouse to be built 
for dealer distributor of British 
moer vee Ol VOMDALY > «sss «oo ageiteter o. vn» it's OLA 


EXHIBIT 449 _ 
Picture of combination wholesale 
and retail outlets of British 
American Oil Company a .ccvcecsccecs ote WG Lo 
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10:30 8s M. "Session ; 
July 4th, 1939 od POMPOUS) cS 


AOUFPRED HERB&RT MILLER, having 

been recalled. 
THE CHAIRMAN: sorry: to keep you, Mr. Miller, 
but we have these conferences you know that take a little 
time. 

A GaLte ald rishty i sir. 
Now will you go on, Mr. Miller? 
YeSo We are on Page 42, Volume 2. we have covered the 
Standard Grade Gasoline of 1936 and we are nov going on 
to 1957. Prices at Regina for the year 1937 averaged 
al.50, Saskatoon 25-13, Calgary 19.42, Edmonton 21.92, 
with the average price for the four cities 21.99; 
corresponding with that, 1937, in the State of Montana, 
Billings was 20.59, Great Falls 21.48, Butte, Montana, 
19.07, Helena, Montana, 21.38, making en average cf 20.61 
cents per gallon for the State of Montana. 

Q MR. FRAWLEY: Saskatoon seems to be paying 
the shot pretty well? 

fs They are not paying the shot, Mr. Frawley. Prices might 
seem high in Saskatoon but you have a different situation 
there, with a very high freight rate. 

Q Oh, I know that is the reason but I say they are away 
high. 

A The prices are comparable to any other point in western 
Canada. 

In 1958 Regina was 18.42, 

Saskatoon.20.92, Calgary 15.71, Edmonton 18.50, with 
an average price of 18.38. In the State of Montana 


for that year Billings was 19.70, Great Falls was 18.71, 
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Butte, Montana was 19.09 and Helena, Montana was 19.43, 
which gave an average price over the year for the State 
of Montana, 1938, of 18.98 cents per gallon, being 
higher than the average in jlberta for that period. 

The authority for these 
prices is The National Petroleum News and in comparison 
with the Alberta points only tne average prices for 1946, 
1937, and 1938 are as follows: for the Province of Alberta 
1936, the average price was 22.46, the State of Montana, 
for that year the average price was 22.91. In 19457 for 
the Province of Alberta the average was 20.67, the average 
price in Montana was 20.61. In 1938 the averaze in 
Alberta was 17.10, the average price in Montana for the 
Same poriod 18.98. 

It will be seen from these 
priees and averages that tho prices in Canada are compear- 
able to the prices in Montana, particularly with respect 
to the Montana averages as against the Alberta averages, 
ané in fact it will be noted that in 195& Alberta average 
price for the year was actually 1.88¢ per Imperial Gallon 
below the prices prevailing in the state of Montana. 

Ve refer then to Chart a2. 

That chamt shows the prices over the period from January 
1936 to December 1938 covering Regina, Saskatoon, Calgary, 
Edmonton, Butte, Montana, Billings, Great Falls and Helena. 
It also gives you the average prices at all Montana points 
fot oned- The average .estern Canada points. The 
monthly average Celgary and Edmonton points and the 

monthly average Calgary and reginae we refer to that 


as Statement lo. 2 (a), the first tvo pages, is the 
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not tank wagcn prics per month for Standard Grade 

Gasolene, exclusive of Gasolene Tax, at each of the 

four main cities in the Provinces of Saskatchewan 

and Alberta; also a monthly average of the prices 

at each of these four points and a monthly average 

of the two Alberta cities with a monthly average of 

the two Alberta and Saskatchewan cities nearest the 

international boundary. 

MR. FRA} LEY: Vhat is that, you have 

something out there, Mr.e Miller, I am only thinking 

about the record, you seem to have some extension of 

each chart? 

Quite so, Mr. Frewley, on Page 2 of Chart 2 (a)e You 

will find it there. 

MR. FRSWLEY: Oh, yes, I sec6e 

These monthly prices in each of these four main cities 

are shown for the years 1946, 1987 and 1986 and are the 

avorage prices for each month and are compiled from the 

weekly price figures given in The National Petroleum News. 
Then Statement Wo. 2 (b), 

Pages 3, 4, 5 and 6, which follows on there, Mr. Frawley, 

givos similer information to that shown in Statement 2 (a) 

but Statement No. 2 (b) covers four cities in the State 

of Montana, both for Standard and Jrd Grade Structure. 

These prices are compiled from the price information 

published weekly in The National Petroleum News and so 

that the prices may be on @ comparable basis with the 

prices shown in Statement a (a), we have converted the 

published prices which are given in Wine gallons into 


the price for gasolene in terms of Imperial gallons, 
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with Sales Tax, Excise and Duty. paid at all points 
Listed, without, however, considering the matter of 
exchangs. 

In Graph No» 4, as I said, 
it portrays in graphic form the information set up in 
Statements 2 (a) and 2 (b) and shows clearly the 
relationship existing between the Canadian and Montana 
tank wagon prices on a comparable basis. In other words, 
in line with the Statements attached, the chart shows, as 
I said yesterday, that the prices in the Province of 
Alberta have been reduced to a greater extent than any 
other place in Canada. 

Montana has and always will 
have heavy distressed stocks of petroleum products. 
MR. HARVIE: You are nov reading from 
Page 5 of the brief? 
I am b&éck to Page 3. 
MR. HARVIE: You might repeat what you have 
just said? 
Montane has and always will have heavy distressed stocks 
of petroleum products, hence sales that can be mado in 
Canada, termed as "export market", are at prices very much 
below the Montana "domestic" prices. auotations received 
by us on November 25, 1937, clearly indicate this as 
follows: 

I might say in addition to 
these 1927 quotations there are some more recent ones of 


June 1939 which I will give you later. 
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The tank wagon quotation 

on the "domestio" market in Montana on 70 Octane 
structure; that is Standard Grade Gasolene, way 14¢ 
per wine gallon, compared to an "export" price of 8¢ 
per wine gallon, or in other words for comparative 
purposes 19.758¢ per Imperial Gellon, including all 
charges - excise, sales, and duty, in Montana for the 
"domestic" market, as against 11.766¢ per Imperial 
Gallon, all charges paid, for the "export" market - 
or a difference of 7.992¢ per Imperial Gallon, exclusive 
of Government Gasolene Tax, which in the State of 
Montana is 6¢ and in the Province of Alberta 7¢ 

: We then give e table showing 
Wine there at 14¢ of the "domestic" market and you add 
1/5th there which is 2.8, giving you a price of 16.8. 
You add the duty of lg and Seles Tax of 11%, making 
1.958 cents, giving you the total Imperial cost of 
19.758 as mentioned heretofore. Against that the ‘.ine 
Price for "export" was 8¢, you add 1/5th, 1.6, making 
9.6, Duty 1l¢, making 10.6, your sales and excise 1.166, 
giving the "export" price for that product into Canada 
of 11.766 certs per gallon and there was no allowance 
for exchange there. 
MAJOR LIPS&ET?: In the case of a lower 
price for export than domestic price, is there not a 
dumping duty payable? 
“ell, sir, there is a dumping duty but it does not seem 
to bo made effective. About three months ago a dumping 
duty was placed on crude by the Federal Government 


because of the large, because of the importations of 
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crude into Canada below the posted field prices in the 
United States. As I said yesterday, in the Gulf of 
Mexico you have the greatest distressed marketS8 in the 
world because of the large crude supply evailable. 

If we buy our crude in Texas we pay the field price of 
$1.25 por gallon or whatever it night be at that part- 
tcular time. On the other hand, there is crude available 
down there maybe for 8C¢ a barrel or 45¢ a barrel, less 
than the posted field price. If wo import that crude 

at those prices, which we can buy it for, we are assessed 
a dumping duty bringing the price up to 41.25 per barrel, 
so the trend has boen, particularly during the last year 
which I will illustrate more clearly further on, for 

the producers in Texas and other fields to take their 
crude and refine that and dump that into Canada as a 
refined product in which case they get around the dumping 
duty that would be effective on the crude price; in other 
words, as I said yesterday. the price of gasolene during 
the past 12 months in the Gulf of Mexicc has been below 
the price of production of that gasolene and instead of 
those refineries getting back the posted field price in 
Texas that we have to pay, they possibly get back 25 or 

45 or 45 cents and I have seen it 65¢ less than we actually 
have to pay for that product. 

MR. FRAWLEY: I want to be sure that I under- 
stand that last statement because I would like to have 

Dr. Fry's views about it, you say that the prico of 
gasolene tn the Gulf, in the posted price, are those 


tank car gesolene which we find in the N. Te Nua? 
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a No, sir, the export prices have no relation to the 
domestic price, the tank car price existing in the Gulf 
of Meyico or any other price. They still (exportiat 
whatever price they think they oan ask for the product 
and they consider the net back they get for their crude 
is that price. 

& MR. HARVIE: This is gasolene you are talk~ 
ing about? 

B Yes. 

q@ MR. PRA LEY: “ho are these people, so that 
it can be checked? 

& Well, no doubt Dr. Fry can toll you that, or your other 
pecple down there. 

Q He is not here and I want to get it so that I can under- 
stand it to tell him, where is this movement and who are 


the people shipping and so on? 


A The movement is from the Gulf of Mexico. 

& From the Gulf ports? 

4 YeSe 

Q This is gasolene, is it? 

b There are about six companies down there which are in the 
export markets. 

Q This is export only? 
Yes. The Orown Central is one company in particular that 
has made sales to the Joy 011 Company in Montreal and Toronte 
on that basis I spoke of. If you want others I will lot 
you have them. 

Q It is a regular movement, it is not something, someone 


selling to Austin? 
Be Yes, and the same thing applies to the State of Montana 
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which I am giving you here. 

shat you really have in mind is the analysis and the 
check which you have made of the justin sources of 
supply from the Gulf point? 

Wejl I will say this, Mr. Frawley, that the situation 
has become so serious, particularly over the last 12 
months, that the refining industry in Canada would be 
better off to close their refineries, dispense with 

the payrolls entailed therein and export their products 
on that basis. 

MR. H&RVIE: Import you mean? 

Import their products on that basis. 

MR. FRAWLEY: From toe Mid-Continent? 
From anywhero. 

Could that be so tomorrow in the Province of jilbarta? 
Oh, I do not say we would do it. LU. dO not, “sayiiters 
good business to do it. We have to consider our 
operations on the long pull viewpoint, not day to day, 
that is the trouble with this industry, we are harrassed 
with the day to day operators. 

gust take it day to day now, and I am only thinking of 
Alberta for the moment, can you import gasolene and 
bring it into Calgary under your jobber's price in 
Calgary today? 

I would like to check that up, Mr. Frawley, and I will 
answer that later. I do not want to give you an answer 
on that unless I confirm it. 

Take the Imperial's jobber's price, 103 cents to the 
North Star. 


You will make a noto of that. 
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MR. HARVIE: You mean in quantities that 
Will supply the Alberta market. 

MR. FRALEY: Surely, just taking Mr. Miller's 
own statement that it would pay to import. 

WITNESS : Mr. Frawler, I might qualify 
that. I did not say it would pay us to close up in Alberta, 
MR. FRAVLEY: Ho? 

foam speaking about the industry in general and particularly 
about the industry in Eastern Canada. 

That is what I thought, you have this water-borne gasolene 
from the Gulf coast to Montreal and Toronto? 

Phat is it, being sold in Canada at below costs. 

MSJOX LIPSETT: “@ll, I think you have made 7% 
Glear about the crude, Mr. Miller, that the crude cénnot 
come in on account of the dumping duty and they then 

switch to bringing in the refined products? 

YeSo 

4nd you instanced those products from Montana, now does 

not the dumping duty apply to the refined products just 

in the same way? 

Yes, there is a dumping duty but as I say they have been 

lax in enforcing the dumping duty or increasinz the duty 

to protect the Canadian industry. RERUN eVebul cures luna) 

Canada, on many occasions when we had a higher duty, a 
higher duty at least than we have today, no advantage 

was ever taken of that duty by the industry. in other 

words we did not increase our price to the extent of the 
duty, which the records show, I think, as expressed to 

the Tariff Board inguiry some time ago. 

Iwas just interested in this statement on Page 3 


that their home price fcr the Standard Gesolene in 
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Montana is 14¢ per i ine Gellon? 

Yes. 

{nd that the export price is 8g? per Wino Gallon? 

That is right, sir, and the same thing applies there, 
Mr. Commissioner, as I said appliad in the Gulf of 
Mexico; in the State of Montena they are anxious to 
sell their crude and if there is no market for that 
crude they aro refining it and they are willing to 

dump it into Canada and got the best they can in the 

way of a net back cn that crude rather then KOO Date 
the ground; in other words, I think it is quite possible 
for us te go into Montana, at any rate it has been in 
the pant, if not now, and to buy crude in Montana at 
less than the posted field price in Montana. 

But I am trying to investigate this. whether that 
competition, this industry in Alberta has to be faced 
with this competition of 8¢ on refined products from 
Montana and I thought that a duty, a dumping duty would 
arply to that and would stop that? 

MR. FRAWLEY: Y6és, do you, Bota tain. 

Mr. Commissioner, we will have to have more particulars 
from Mr. Miller with regard to the 14¢, and I am sures 
Mr. Miller will be able to give us that, that is the 
catch, that is the difficulty right there and I would 
like to know about that 14 cents. I do not want to stop 
Mr. Miller now but if you would supplement what you say 
Ciperage o.-— 

ae Mr. Frawley, I will give you 
some further details, more recent quotations in June, 1939, 


If you want to get confirmation of any prices coming into 


5 + tas = seit % “ coy 
~3 ic " % i 
. ped ie 
3 e ay 
a . “a 
: : Cd 
es 2 
= = 2 = eo oe 
ca ; or. 
ae S eu > 
a - c ; . 
a ws (Mas * os . cy - 
4 - = = eee 
3 i ; f 
3 we i 
€ = ad 
a ts 
‘ we 
: < F 
: P se 
Tt Ono 
- : t s . 
“ei * % “ 
. ui sy Ci 
“ 4 
% 4 ee = = 
3 “ ps ya ted 
i = laa me 
: k . “ noes ep 
i hice : < 
> z e 
te a 
F 2 , : ; 


. 
, 
sore - tn, 
- coe 


* 


O-1 
gtk - 10,528 - 


4&-. He Miller 


alberta, I think your Government can secure those from 
the Customs Department at the border because when these 
people purchase they produce an invoice coming in here 
to pay their various charges thereon. It is very diffi- 
cult for us to get confirmation. 

Q I have lots of information. I am not troubled so much 
about the 8 as I am about the 14, that is what I am 
concerned about. 

A The National Petreloum News, Mr. Frawley, will give yeu 
those prices, as I stato there, in the State of Montana. 

Q I know but I would like to know what these prices are 
because you have to compare them, maybe you are not, 
but you cannot be comparing tank car with tank Wagon 
and we weuld want to know that they were absolutely the 
Same gasolene and we would want to know ell] sbout uly 
and you can tell us about this; I am told in Northern 
Montana particularly they have a price structure which 
bocls freight; now if thet is so, and that certainly 
was so some short time ago and if that is so, in other 
words if the price at Shelby is quite ccmparable to 
Billings and Helena, which are rather out of the refining 
districts, because of the pooling of freight, I would 
like you to bo able to give that and toll the Commission 
about that because if that is so that rather destroys 
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A Vell, I was not familiar with pooled freights. 
That is what I understand is the situation in Montana. 
Lwant you to be able to do it. T may say Dr. Fry has 
asked the Texas Company to send their marketing man to 
Calgary and they have been good enough to do that. Mr. 
Burton is here discussing the price structure with Dr. 
Fry now. But there is something el sé: 1 wouldiiike you 
people to do, some checking on your own, and to see if 
there are not some peculiarities about the Montana price 
structure aad work out these figures? 
A The only peculiarity we are interested in is the fact the 
prices on the export of their oil to Alberta are lower 
than the domestic price for home consumption. That is a 
facet, we can verify it and give you other particulars 
that you would like to have relating to that. 
Q MR. COMMISSIONER LIPSETT: That 16 something that every 
Lefinery in Alberta or Canada is; vitellywonteressted un 
4 ide Peng, oil. 
MR. HARVIE: May J suggest, meybe te @iani ty 
this, it is somewhat complicated, that Mr. ililler be allowed 
to finish that part of his brief which does cover some of 
the points now being discussed, and then we wiil come back 
and deal with the whole matter by way of additional informa- 
tion and possibly it will save’ a Lot of “uplicaigon, 
THE CHAIRMAN: Lwould Like) to) eek this gust 
Wiile it if iu my mind, have the -refinerssotrOansda broushs 
to the notice of the Dominion Government that officials of 
the Dominion Government are not checking up on this dumping? 
A Li thonk Gndividually Do has beenabrouehnt towbheirie teen vion, 
more particularly maybe over the last twelve months, but I 


eannot say it has collectively. ‘le have just made or are 
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making at the present time a very olose analysis of the 
situation as it exists in the Gulf of Mexico. We are having 
it investigated down there in order that we can present the 
conerete facts to the Dominion Government and ask them to 
give us real relief from that condition. 

MR. FRAWLEY: You have a price cutter in Hastern 
Canada, which, I might say, perhaps urges you to do these 
things. You have no price cutter in Montana, so perhaps 
that is why you are not doing it now about Montana. 

MR. HARVIE: You were ‘also carrying out or 

have recently carried out a similar investigation in Montana? 
Yes, and I am coming to that a little later; 

Yes? 

THE CHATRMAN: AVE Pi ent. 


We go to page 4 now. 


The tank wagon quotation on the "domestic" market in 
Montana on straight run Third Grace structure gasolene 
was 13¢ per wine gallon, compared to an "export" price of 
7g per wine gallon, or, in other words, for comparative 
purposes 18.426¢ per Imperial Gallon, ineluding all 
oherges?- excise, gales, and duty, im Montenatfor the 
domestic market, as against 10.434¢ per Imperial Gallon, 
all charges paid, for the export market, or a difference 
of 7.992¢ per Imperial Galion, exclusive of Government 


gasolene tax: 


Wine Loewy Tine: 
Add 1/5 Hae 40 
Imperial 15.60 8.40 
Duty Lago 200 
1O660 See 
Sales & nxeise 
(11%) 1.826 Lee 
fo tal Imperial..cle vee 10.444 


NOT: No allowance made for exchange. 
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These special prices for the Canadian trade, texvmed “export 
market" are really for the express purpose of relieving the 
Montana "domegtic market" and actually constitute "DUMPING", 
against whieh the Government of the Province of Alberta 
should be taking steps for the protection of the alberta 
producers by requesting the Dominion Government to provide 
a "dumping" duty governing imports of refined products 

into the Province of alberta. 

MR. FRAWLEY: Or, as the Chairman, suggests, 
perhaps you should be doing something about it yourself too? 
.y Own personal opinion, ir. Frawley, is you have a large 
production of crude in your Turner Valley. It is a natural 
Alberta resource. You have a lot of people interested in 
the Provinee of Alberta in Purner Valley and i would say 
that this Government in the Province of Alberta might very 
well assist in having the Federal Government take some 
action Mith us in that regard. 

MR. FRAWLEY: lir. Chairman, the newspapers 

are here and I would not want that suggestion to pass 

that the alberta Government are not supporting the producers 
Pinlvertavin every, possibie direction: At the moment 

the alberta Producers’ Association are trying assiduously 

to petition the Dominion Government on these matters which 
affect the industry, export duties and importation of foreign 
erude and such things, and freight rates in Western Canada 
on crude and refined products. The Alberta Government is 
working hand in hand with the Alberta Petroleum Association. 
How long has this been in effect? 

inicapolicy? 

MieS.ysSur 


Ever since I have been in Edmonton, ever since the Turner 
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Valley became of any importance at al] to the people of 
Alberta. 

Do you think we are getting anywhere with it? 

That is something else. altogether. This is not the time to 
be controversial about it, but we might have got a lot 
mirioer on the ‘matter of freight rates tr taeumaqom cat 
companies had not----well, IT am not going to make any 
speeches. ‘Jhy have any acrimony about it? 

DR. WARVIE: I think the whole situation is 
Our company is suggesting there is room for investigation 
and I think the evidence will show our company is doing 
everything possible to reasonably supply the facts and. 
Pieures. that they have been able to acquire: 

HR, COMMISSIONER LIPSETT: ir. Harvie, this is the first 
time we have heard a word about tnis, is it not, about 

this dumping being in existence? 

TH CHaTRMaN: Ona ue. 

MR. COMMISSIONER LIPSETT: As far as refined’ products are 
concerned? 

THE CHATRMAN: ity., Halverson dealt with dumping. 
and, \r. Commissioner, I felt this Commission would be 
interested in having all the information possible. 

ie ore. 

Particularly from the standpoint of the economics and how 
it affects this industry in Canada. 

MR. HARVI.: <t might also be noted this is 
the first time we have been able to give any evidence and 
we are bringing it to your attention at the first opportunity. 
MR. COMMISSION’R LIPSETT: Do you hapyen to know if the 
dumping duty applies to these particuler refined products, 


these refined petroleum products? 
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There is dumping duty on both erude ana gasoline. The 
dumping duty on crude was only made effective about three 
months ago. I think that was probably brought about by 

the effort Mr. Frawley suggests on the part of the Alberta 
Producers on the Federal Government. But it is no use 
putting a dumping duty on crude if these people can get 
below the wire with the refined products. In other words, 
if they are satisfied to dump their crude into Canada at 

50 cents a barrel less than the field posted price and they 
cannot by reason of tre regulations in effect, then they 
refine it and dump it into Canada and are satisfied to take 
that 50 cents a barrel less on the refined product. 

MR. FRA‘TIEY: There 18°74 1 cere @uty mow. or 
course? 

There is, lir. Frawley, but when the 2% cents was in effect 
over a period of years the privilege ‘of that duty was never 
abused by the oil industry in Canada. Me Reyer) TOOK 
advantage of that increcsed duty of 2 cents. If you would 
like the figures and information on that we will let you 
have it. 

Well, the Tariff Board made” a report ana cus Gre “tmames 
This "export" situation or "dumping" is responsible for 
bringing out of Montana across the line 11,816,006 gallons 
tergned products in@ihe* year 1937. or en eaverase or 

984,667 gallons per month, and 15,266,517 gallons’ of 
Feramen products int 1196S or an averaze OL) 2 ags0y 

gallons per month, which is approximately one-quarter of 
the Alberta Gasolene consumption. It might be interesting 
to nove that in 1937,°21,000,000"ealions in“total were 


imported into Canada but in 1938 this inereased to 
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73,000,000 gallons and I would estimate for 1939 it will 
probably exceed 100,000,000 gallons, or approximately one- 
seventh of the total consumption in Canada. 

these figures I refer to,. that is Dominion-wide. 

That is all Canada? 

Yes. 

MR. MACLECD: It includes crude andiald the 
rest? 

It includes any imports into Canada. Now, I refer to 
statement 3 and Graph 3. 

Statement No. 3 is composed of seven sheets 
numbered 4-1 to 3-7 inclusive. 

Sheet No. 3-1 covers Montana Refinery Prices on the 
basis of quotations made November 27, 1937, and shows the 
price quoted for the "domestic" or Montana market as against 
quotations made for "export" or the Canadian market. 

These quotations are given in wine gallons and for purposes 
Orvcomparison have been converted to Jmperialeeallons) 

Wiper Duty, ob@les and Excise Tox paid, Wr. oes evans 
Conrad, respectively. 

In addition a column has been added showing the 
laid-down cost in Imperial Gallons, f. o. b. Calgary on the 
basis of 24¢ per gallon truckage from Kevin and Conrad, 
respectively, to Calgary. 

On this same sheet, 3-1, are shown freight rates, 
in cents per gallon, from various points in Montana to 
Coutts and Calrary respectively. 

Sheets 3-2, 3-3, and 3-4 give the comparison of 
prices at which products are sold on the "domestic" or 


Montana market as against quotations made for the 
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"export" or Canadian market. In every case prices quoted 
in wine gallons have been converted to Imperial gallons, 
with Duty and Sales Tax naid. 


are hose all might, Sir? 


TH: CHAIRMAN: es. 
MR. FRA‘IEY: Ts the th 8 Lo ene ese 


about Sheet 3-1? 
Howes. Yam Still on Wit} tir. Frawley; 

Sheets 3-5, 3-6 and 3-7 show in wine gallons the 
"exports" from Montana into Canada covering the years 
1967 and°1938; and give in adtition to the exports) by 
month the name of the company exoorting and the quantity 
exported by each company into Canada. 
MR. FRAWLEY : i think it. would) help a sjust 
asked a question as you went along. J] see Mr. Luders 
obtained) this informetion.’ tr. Luders “28 en orficer cs 
your company? 
Yes, I had him go down there and get the quotation. 
Tat is what I am troubled about and £ would like to know. 
However, I asked you about that before. But I would like 
to ask you something about the 14 cents for domestic 
gasoline,70 octane,and then it works out to 18 cents. 
That is not by just adding one-fifth? 
fp moariph teunlessithey made sa mistaken Mie isu ress 
MR. HaRVIE: 1/5 plus certain taxes, etc.? 
While you are on that, ‘Ir. Frawley, you are looking at 
the quotations made in 1937. 
MR. FRAWLEY: Yes. 
Ag you know, the tank waggon market in the Province of 


Alberta at that time was considerably higher than it is 


to-day? 
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A. H. Miller. 

Yes, but this is Montana. You are speaking of the domestic 
market in Montana at 14 cents for 70 octane gasoline 

at that date? 

That is their posted market. 

Tank waggon? 

Peet Ss tarht, oir. 

Of course, you realize that these so-called exports are 
Hanke car prices at which the sturr iis moving into Alberta? 
If does not make any difference whether it is tank car or 
tank waggon or any other form of delivery. That price is 
the price laid down in Canada com>ared to the domestic 
price or tank waggon price in the State of Montana. 

So long as the Commission knows what you are comparing. 

I would like you to get the price at which Mr. Macleod'’s 
refinery at Sunburst----- 

I am making this comparison, in the State of Montana there 
will be a tank waggon price you would have to pay if you 
were a citizen in the State of Montana of 14 cents a gallon. 
Yes? 

Mad they will sell that same product to’me ip yi go down 
there, so long as I bring 1% back into Alberta tor.” .or 

8 cents less than their tank waggon price existing at that 
time. 

So that we may be clear about this. They are entitled to 
have a refinery price, but they may be giving the consumers 
the refinery price. Let us be clear at Ueast what they 

aré doing. They are probably doing, what you heave Just ssaid 
may amount we this, that they, ere) seliwine sat tenkvcar 
prices but permitting it to be taken away in tank waggon 


quantities. That may be true. 
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MR. HaRV ii: POP eCXNORE. Winall S pre. Baas 
Msi exactly the ei tuati on; 

MR. FRAWLEY: That is not unknown to the 
British smerican. Your jobber, the Great ‘vest Distributors, 
are buying at tank car prices and taking it away from 

the refinery in tank waggon quantities, and have been for 
Seloneetvime . 

Quite right, Sir. But that is buying a Canadian product 
refined in Canada. 

ehi 1 amasaying is let us be clear about our bases, what 

we are comparing. 

MR. HARVIE: We are, \Showing Gne et ren ieor 

the dumping duty as applied is ineffective regardless of price 
The Great ‘Jest Vistributors over the period they have been 
buying exclusively from our company could have gone to 
Montana month after month and bought their products for 
SAreeesSSeOnwiuhis basis Of dumping that 1 refer to. 

MR. FRALEY: I want you to state this thing 
Cleeriy. it do not want to interrupt you or obstruct youw at 
all but I want to know just what the situation is in 

that field and we are not helping ourselves or the Commission 
very much if we are not talking about comparable things. 

Miah is all. 

tenOpey Loam makingsit) clear; if 1 amenowot wis ber clad to 

go back again. 

MR. MACLEOD: I understand that the evideme 

hs otheaty the refinery door price of the {imperial here is 
something like 10g cents, something like that? 

Mmcagmmou mnOoW what tnéeiz prices are. 


MR. FRAYVLEY: His own price to the Great 
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Vest Distributors. 


A Well, our refinery price to the Great West Distributors 


is not 10% cents. 


2D) 


MR. MACLEOD: The price you say in Montana 

is 14 cents? 

fa in Cay 4 Mr, Macleod, that at that date in 1937 that the 
posted tank waggon price per Wineweakloniain thetsta tevoa 
Montana was 14 cents. But prices ore available, thes 
are posted prices, various posted prices. 

Q That is not jobber prices? 

A No, I did not say it was jobber prices. I said tank waggon 
prices. Being sold in the Stete of ™ontana at 14 eents 
and being sold into Canada as an export at 8 cents below 

the prevailing tank waggon price in the State of Montana. 

Q THE CHAIRMAN : They will be selling) itiinte 
Canada to jobbers, I suppose? 

A To anybody concerned that will go down there with a truck 


Sra ded. Ub owt: 


Q MR. HARVIE: a farmer or any person? 
A Yes. 
Q MR. MaCLEOD: Your complaint real:iy is they 


sell at tank waggon to the individual consumer, if he is a 

consumer, at the same price that they sell to the jobber? 
A “Well, I can answer it this way. Outside of your shipments 

into Canada by tank car all other movements were by truck. 
Q Boweyou are! seeking to apply whatevou are saying to. our 


importations,which I think is not right. 


MR. HARV IE: You will have an opportunity to 
reply. 
MR. FRAWLEY: It is certainly going to te replied 


to, but I would naturally like to have the thing straight 
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from your, people, Mr. Harvie. 

THE CHAIRMAN: It is quite right. The witness 
made it quite clear, he Sseys they are selling to anybody 

at jobbers’ prices and in his view it is a proper case far 
the exercise of the dumping duty that prevails. 

MR. FRAYLEY : eC Gesu obit. 

MR. HaRVIE: Your whole point on thet is that 
the way the dumping duty is being applied is not effective? 
Miteuciont. lhat ie allot am trying to imply here. 

MR. COMMISSIONER LIPSETT: Mr. I Ler Seber eu not a 
Mistake in that figure, or is there on 3-1? The one you 

are giving. That is first structure, 70 octane, where it 

is 14 cents for the wine gallon and that is brought out to 
19 cents per Imperial gallon. Thst cannot be right,,.ean Lt? 
Jeera) a. fit th. IL Shoulape, le. 88 thes ae aceording 
to your original page 3? 

It is 16.3 on my page, Sir. 

3ut not on 3-1? 

On page 3. 

But this statement 3-l,you say 14 cents and it is brought 
Gut tO 19,758 cents. it looks like ai slip? 

Well, that is your 1/5, conversion, 1 cent duty and your 
11% Sales and excise. In other words, we are converting 
it to the status of the Canadian gallon, duties and sales 
and excise tax paid. 

MR. FRAWLEY: ‘n Canada? 

Less 

That is a little confusing to call it the domestic market 
and have that one heading. 

MR. HARVIE: He does not call it the domestic 


market. He calls it the domestic market for the 14 cents. 
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As He. Miller. 
MR. FRAYORY: That is all I am talking about. 
Domestic market, wine and Imperial. It is a little eonfusing. 


‘ell, there must be some evidence in the correctness 

of the information we are giving when, as I say, the 
imports into Canada in 1937 were 21,000,000 sallons. 

in i233 they were 73,000,000 gallons, 1 think, approximately, 
and we estimate for 1939 there will be 100,000,000 gallons, 
which is one-seventh of the total consumption cf Canada. 
MR. FRALEY: You do  nGt) UHink thei an 
alberta tank waggon will have anything to do with that? 
The high Alberta tank waggon? 

Yes? 

Ido not think the tank waggon is very high, Mr. Frawley, 
at the present time, comparing everything. Along with 
Graph 4 we show there the imports into Canada from Montana 
for the years 1937 and 1938 inclusive, and we show by each 
month from January to December, 1937, showing the increase 
each month according to the season when the consumption 
inoreases. The same information tor 19665  Torether wath 
the Graph, which is in terms of 100, starting that graph 

at 66, you will notice in February that it went right up 

to $12 and then descended towards the end of the year back 
to about 56 on the graph. Comparing alberta tank waggon 
prices with Ontario---- 

MR. HARVIE: You are now reading on page 5? 
Yes. Comparing alberta tank wagon prices with 
Ontario, we find that in 1987 the average tank wagon price 
in Ontario was 15.71ly¥ per gallon, as against an average 
price in alberta of 20.39¢; whereas in 1938 when production 


of crude oil in »lberta became a factor, in which we 
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participated finding, the average tank wagon price in 
Ontario was 16.19¥ as against an average Alberta price of 
Liles par pellon. 
Freight rates being higher in Western Canada than in 
Ontario gre a contributing factor to higher prices in the 
Neat. over Ontario. 
In Alberta in 1937 we paid average transportation charges 
to the Railways covering tank car shipments and including 
Our average refinery truck transportation in the amounv oF 
&o.O07¢ per gallon. The average for Ontario on tank car 
Shipments, also including our average refinery truck 
transportation, was .72y per gallon, or a difference of 
ee.o0¢ per gallon, in favor of Hastern operation, 

In other awords. wreveardledgs oy jausour 
manufacturing costs may be in the ‘est, we have been 
saddled with additional costs over which we have no eontrel, 


amounting to about 2.55¢ ner gallon. 


(Page 10,542 follows. ) 


a obart 
. i - 
a i 6 


caggeaim 


oe = oe a Baa it. ne Qk gi “ye . at, ml BeY., Of 4 RE, 
ea eA ee 4 ee ee : ; fe - 


of fap, 12 ROLE 


Tee eee mas | 
: < ve Le ait . 7 eR tego 
noe a ae a: 


Lg et, 


rAd tL 0. a8 ¥0 deaf, 


; mart 


_— 2). ae. & 


aw 7 Aid. ae 


hoi hhoe 
ty By hey, x 


Ay ka = 
“ese ial ra 


7 a 


been i Prat 


A « H. Liller 


C2 
a 


& 


> © & 2 & 


mL OY Da oy = 


I might say that effeotive July 15th, further deductions 
are being made in the freight rates in astern Canada 
which I think will wicen that spread as the difference 
between wast and west of about 3 cents per gallon. 

ike FRAWLEY: All of these transportation 
costs are just added to the tank waggon price,:.nd the con- 
Bumer at the distant point pays the transportation? 

Quite right, sir, and the sane thing applies anywhere in 
Canada. 

A coliparison of tank car 
freight rates in cents per gallon, between Jestern Prov- 
incsés and Ontario, shows thet in tank car, freights alone, 
there is an advantage, there is in favor of Ontario a 
range all the way from 36 to-.64 cents per gallon. It 
might be interesting tc know that effective on the 15th 
of July, as I have just seid, that those rates will be re- 
duced still further. 
wAJOR LIPSHaTT: Those ere the Ontrric rates? 
Yes. 

All the rates are just the Ontario rates? 

All Ontario. 

pike FRAWLLY: But not the  vestern rates? 
There has been no reduction in the Jest that I know of 
yet. LL will come to that picture later because 2) thine 
Gan illustrate the representative position of the freight 
rates game in the vest and the trucking game better later 
on. 

4 comparison of tank car 
freight rates in cents per gallon, between ,estern Prov~ 


ineeés and Ontario, for example: 
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In cents per gallon 
a Alberta aay nS 
Mileage Saskatchewan Ontario Difference 
s.anitoba 
"2 Te ei) av Oia pn a eas 
20 tiie 48 ° 64 
50 1.60 ie -88 
75 1.84 eae Nie 
100 eee 1.68 ~64 
125 2256 Dis 40 
150 280 2-48 200 
175 ble ear O 230 
200 Dele 2076 »d6 

(A) Apply only from 
large distributing points, shows that in tank car freights 
alone there is an advantage in rate, in favor of Ontario, 
ranging all the way from .66¢ per gallon to .64¢ per gal-+ 
lon. It might be further interesting to note that effect- 
ive the lst or 15th of July, further reduction in freight 
rates are being made in the Province of Ontario. 

Now I would like to go to 
page seven and deal with some of the marketing costs 
peculiaritioss. 

Q MR. HARVIL: Just excuse me, if lir. 
Frawley has anything now he wants to ask on that? 
uns FRAWLLY: No, I just want to ask now, 
you are leaving this Lontana business now? 

A Yes. 

Q It is understood then that you will, you said, when I 


asked you a moment ago to give us some more information 
with respect to those prices, you said you would do it 
with respect to the June 1949 prices, IL did not want to 
interrupt you but I would like you to supplement your 
evidence and give us the source of ir. Luders* quotation, 


so that we will know what it is all about? 
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is that not in the book, I think it is in all books. 

I see something in % (8) here? 

I will go right back to that statement No. 3%, iur. 
Frawley. 

Which now, the main in statement number 3, yes, all 
right. 

like HARVIL;: On page 55, is that it, 
that is the information I think giving the sources? 

That is the imports. 

wRe FRAWLBY; YSs,. On page Jd, sl an 
sorry, we will start on page 32. 

iis HARVIL: Ll think all the: infor= 
mation is there. 

wWLTNeZSS: Those quotations on page 
22, wire Frawley, were received by us on June Oth, oth and 
PG Wee 2.0.6 

Now let me understand what they mean, please, isr. iiller, 
I am looking at page é2, Mr. Luders went down and brought 
this information back personally, did he? 

No, I had another man go down, i.r. Dempsey. 

Oneror your oubttit? 

Yes. 

That weans thet he was told by the Farmer's Co-operative 
Oil Company at Conrad, i:ontana, which is a refinery is it? 
Well Mr. Dempsey was, the survey he maéon June lzth, the 
Montana Refinery, he called on the International Pipe Line 
Company, the Big Jest Oil Company of :.ontana, Kevin; 

the Cut Bank Refining Company; the Home Oil and Refining 
Company, Great Falls; the Home Oil and kefining Company, 


Gonrad, ifontana; the North Jest Kefining Company, Cut bank; 
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it 
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& 
the Hole Brothers Refining Company, at Cut Bank; the 
Deloraine kefining Compeny at Oilmont, and the wiorton 
Refining Company, of iiontana, and he received those 
quotations as shown. 

Q He must have seen the Farmer's Co-operative Oil Compa ny 
avy Conrad, that la June Sth, 6th and 7th? 

A eALee right. 

% And I would like to ask you some questions about 32, 33, 


o4, and 35? 

A All right. 

Q Very briefly look at 32, what does it méan when you say 
that Standard Leaded Donestic ijarket from the Farmer's 
Go-opéerative Oil at Conrad, iiontana was 10.5 U. &- 
gallons? 

A That is what it; means right there, 10.5 for U. 8: Gal- 
lons. 

G To whom and in what quantities and first of all what is 
the Farmer's Co-operative Oil, is that a refinery at 
Gonrad, are these all refineriés? 

ve I do not know whether they are refineries or not. 

Q I would just like you to inform yourself about that so 
that we may be more complete about this, then I see 
there is no export market so far as that company is con-~ 
cerned; they are not apparently engaged in the practice 
of quoting one price to »iontana people and one price to 
Slberta people, not from this sheet anyway, 5c. Now we 
will take third structure, take third structure, does 
that mean that the North \/est Refining Company at Cut- 
Bank is selling third structure gasoline at 7.8, Ue 8s 
gallon to the domestic market? 


A No, sir, that is the price for export. 
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No, no, that is under the column "domestica market"? 
Beg pardon. 

Zani looking at 32, 32, on the left~hand side, domestic 
market is the general title? 

Right. 

and I find that the North West kefininge Company, which 
is the first figure that seems to be both domestic and 
export, you see, now “hat does the figure 7.873 cents, 
third structure, mean in the case of the North west 
Company? 

Well that third grade structure at 7.873 cents is the 
price down there on the domestic market. 

What price, which prise, you see, tank car, tunk waggon, 
pump? 

That is the price delivered into your tank waggon. 

Siew ts pone price delivered into=----— 

Delivered into the tank waggon.- 

Into the tank waggon at the refinery door? 

Yé6s. 

To donestic? 

That is right. 

Then that is the refinery price to mé, to anyboay who 
has the privilege of buying at refinery prices from 
that company in w.ontana, we will take that to mean that, 
will we, you agree with that, do you, that that 7.8 
cénts is the price at which anybody, whoever has the 
privilege of buying at refinery prices in i.ontana, buys 
at 7.8 pan: the jopber, farmer, or whoever it ey 
That is the price down there, hir- Frawley. If you go 


across to the other side you will see the price is 6 cents. 
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iiRe HAKVIb: That is the price quoted 
to your ir. Dempsey? 
Y6s, 6 cents. 
MRe FRAWLEY; No, let us talk about the 


domestic market over here on the left-hand side on this 
sheet, I want to know all about that 7.873 cents and I 
have not got it yet at all and if you cannot answer---- 
It is my understanding, lir. Frawley, that that was the 
domestic price quotation by those pcople in that aréa. 
MR eHARVIL: According to your rep- 
resentative on inquiring there? 

Yes. 

MRe FRAWLEY: Il will do 1%, juau Seow 
want me to do it but would it not be much better, in 
view of the fact that lama little more inquisitive 
ebour Lt than you expected, for you lto antorm youreeis 
more about it, chiefly the domestic market, about that 
price, as to wheré and to whom and all about it, «bout 
that domestic price, and then over here in the export 
price, the same company apparently is selling, is will- 
ing to sell third structure gasoline for export into 
Alberta at 6 cents «a wine gallon? 

If you would like I would be very glad to prepere that 
into a brief and let you have it this afternoon. 


This afternoon or at any time convenient, and then I will 


(es) 


not bother looking at 35, 34 or S5? 
I have the complete picture of the survey and I will be 


glad to put thet into a brief and submit it as an »xhibit. 


Thank you very much? 


we are back on to page 7 now- This is to give you some---- 
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MRe MACLEOD: tay I ask you one question 
before we leave that, what you are really complaining 

about is this dumping duty evasion as to the tank wag- 

gon, to those who buy by the tank waggon across the 

line? 

There is no restriction as to whit method of delivery is made. 
He can buy it in tank waggon or tank car or buth tubs on any- 
thing else. There is noo restriction ss to how he shall teke it. 
If he wants it domestically he will gst the low price al- 

80°? 

Well I can say this that I think I can make that clear to 

ir. Frawley when I give him the brief on the summarization 


of that survey inasmuch as you will note that there are 


lower prices sometimes, provided there is the greater 


quantity. 
THE CHAIRii B: Take the conerete case of 


the Texas Company, it can buy as any jobber in iiontana 


would, at a certain price we will suy? 


Yes. 

Can it gét any less, can it get a better price for in- 
portation into alberta, buying as a wholésaler in 

Ontana we will say on the one hand for local consumption 
or United States consumption anyway, and then it wants to 
import into Alberta, tank car prices, by tank Gar) Gan it 
get any better price subject to dumping? 

You méan fro another supplier? 

MR. FRAWLYY: lio. 


TH» CHAT MécAN: wo, the same supplier. 


LR. FRAWLLY: The International Refining 


Company? 
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A I do not know. 
Q THE CHATIwAN:; I an not talking about the 


particular contract but is it your suggestion that a 
jobber doing business up here can import it more cheaply 
because he buys it more cheaply than the jobber can in 
montana? 

A Yes, so long as it is exported he can buy for a lower 

price than the wontana jobber can. 

MR. iwACLHOD: wight I aske-- 


Or comparable price. 


Oo & fb 


bIRe MACLEOD: why in this survey did you 
not take the Texas Company which I presume is the biggest 
importer? 

MR. FRAWLEY: Let me ask, following that 
up, we have in evidence that the International kKefining 
vompany sells to the Texas Gompany, a Deleware Corporation, 
both for distribution in i:sontana and for distribution in 
Alberta because the Texas Company, the Deleware Company, 
simply turns around and sells to the Texas Company of 
Canada for what comes into Alberta; now following up the 
Chairwan's suggestion, that would seem to me to be quite 
important, if your survey discloses or if a further survey 
must disclose whether or not, when that gasoline, a car 
load of that gasoline, and I mean by that a tank car of 
gasoline, leaves the International kefinery at Sunburst 
and it is going down to Butte tiontana, it is sole at a 
certain price and the identical tank car when it is 
destined for Alberta, it is sold at a different price, 
lower or higher, that would seem to be important? 

A That is what I am trying to point out here is the case, 


hire Frawley, and I think I can satisfy you on that when I 
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compile that survey th t is being made. 

Theat may be true but you told Mr. Macleod your survey 
did not include any inquiry from the Texas Company or 
any of its affiliates down there? 

I reed off there, Mr. Frawley, that inquiry was made 
at the Intern: tional Refining Company. 

Well that is fine, where is that? 

I said there, I said the calls which were made were 
International Pipe Line---- 

Oh, the International Pipe Line Company? 

YeS. 

I did not hear you say International Refining Company? 
No, tine International Pipe Line Company, 1 am icorry. 

I think we are no further ahead with the Texas Company 
and that would seem to be the meat of the whole matter? 
Well we ware not interested to get the quotation, we 
arefmot interested, in otner words, the Texas Company 
aretoperéting in Canada, and the people that we have 
made.our inquiries from are competitors of the Texas 
Company in Montane. 

Yoursee, I am not at all facetious, you are interested 
and you are anxious to meet the Texas Company's com- 
petition in Alberta as well as the nondescript com- 
petition which is coming into Alberta, farmers import- 
ing their own reguirements, you aré as much interested 
in the Texas Company as in any, and as to whether they 
are complying with the Custom's laws, are you not, as 
much as these others? 


Quite right. 
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Perhaps it is not a fair Suggestion but there seems to 
be the idea abroad that you m&jor companies are not so 
much concerned with the Texas Company because they 
respect the posted tank waggon prices but you are con- 
cerned with these little fellows, the individual 

farmer who goes down into Montana and does what you 
precisely are doing, they go into Montane and they get 
tank car privileges, refinery door privileges, when 

they only take a truck load away, that has been a 
grievance of course, depending upon the point of view 
for a long time, and that does take gallonage away in 
the Southern part of alberta particularly and you heve 
directed a lot of thought to that situ:tion, as shown 

by this brief, but you have not taken into consideration 
the Texas Company, and I am suggesting to mike your sur- 
vey complete, and Mr. Macleod would welcome it as much as 
I would, that you should include them, but you seem not 
to be much concerned about that? 


I thought the Texas Company had made that clear already, 


NMR. FRAWLSY: They are not dumping at all. 


MR. MACLEOD: Our evidence is that we have 
prices fixed by the Customs Department and I think there 
is a misunderstanding, that you are dealing only with 
a part of the situation and to be consistent this 
Schedule should be broken down into your tank ear quo- 
tations and jobber'’s quot«tions. 

MR. HARVIE: Yow ‘can oreak Wh Wowie Soe 

you wish. You have the informetion so far as the Texas 
is concerned and we have not. 

WITNESS: Mr. Frawley, well as I said 


I will prepare a summary of that survey which was made 
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i al 
for you, in view of the question you just asked, I 
notice in this report, and I will read it--- 

Q On paye? 

A Regarding the International you spoke of, it says the 


International Pipe Line Refining Company at Sunburst---- 


Q MR. BARVIE: That 1S not in the reports 
filed? 
Q MR. FRAWLEY: It i8 the report or the 


Survey you are reading now? 

A tes. 

Q All right? 

£ The International Refining Company at Sunburst said 
they did not handle any Canadian sales at their Re- 
finery and could not give out prices but stated if my 
brother would contuct the sales manager of the Texas 
Company in Canada, arrangements could be made to sell 
him various products at Sunburst and he himself could 
do the trucking. In other words you asked that question, 
why we did not get prices. 

Q And that is what they said? 

a We made inquiries, 
They said "go and talk to Mr. Meltabarger about it"? 

A And they referred it back to alberta. 
MR. HARVIE: In other words you were un- 
able to get the information? 

A No, and we had it from ell the others. 

Q And you did apply at this Texas Company International 
and did not get it? 

& Yes. 

Q MR. FRAWLEY: So that the Commission will 


know, the informetion you did get of the suppliers that 
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you did interview in Montana, they are these suppliers 

who largely supply first of all and chiefly I 

would say, the individual importers, is that not ecor- 

rect, the individual importer, the consumer importer? 

They will supply anybody who wants it. 

Yes, but to deal with it as the facts are today in 
Alberta, I am suggesting from looking at these names that the 

Suppliers that vou went to, the Farm:r's Co-operative, 

the Farmer's ‘quity Co-operative in Brady, Montana, and 

the Farmer's Co-operative in Cut Bank, the Farmer's 

Co-operative in Conrad, the Treasure State Refinery 

Company at Shelby, the Morton Refinery Compeny at Oil- 

mont and so on, that they chiefly are supplying in- 

dividual consumer importers into Alberta, now is that 

not generally so, speaking generally? 

They are’, yes. 

So that is the first class we have. Now we know that 

the individual, the individual farmer importer is a 

man who lives in what we have been calling in this 

Inquiry "the Southern fringe of Alberta," that is true 

is it not? 

Well there are some, some of the people who are making 

purchases there are listed, we have listed, and if we 

have not we will come to then. 

In what you are going to file today? 

The people in Alberta who are buying in Montana to 

import and reselling in slberta. 

I want it all put before the Commission, as to where 

those importations are going and we know pretty well 


that there is not any Montana made gasoline sold in 
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alberta North of a certain economic line except by the 
Texas Company, that is all over ALberta, that. is true 
is it not? 

A Well I would not say that is true, Mr. Frawley. I 
will let you have, in Summarizing that picture, the 


destination of the Montana products in »lberta. 


Q All right, and we can discuss it then. 

A I think they are gcing further North than Calgary. 
Q Well we will see then to what extent they are? 

a On page 7, marketing costs. 


Marke ting costs in the 
West are nuturally higher than other areas, part- 
icularly those in Hastern Canada, due to local con- 
ditions beyond the control of oil companies. 

In the West the population 
is scattered, with the bulk of the petroleum business 
being farmer and consumer accounts, as compared with 
the Zast, where the population in concentrated and 
411 business is mainly urban, trucks and cars. 

Then we give you a cuom- 
parison of that starting off with the East or 
Ontario, which has a square mileage of 463,282 square 
miles, it has a population of 9.5 people per square 
mile, and the 61.07% is urban and 38.93% is rural. 

In the Western Provinces 
the area in square miles is 706,498, with a populution 
per square mile of 3.41; the urban population being 
36.32% as against a rural population of 63.68%, or 
just the reverse to the picture in Gastern Canada. 

In Manitoba the square 


mileage is 219,723, the population per square mile is 
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14 
5.19, the urban population is 43.74% and the rural 
population is 55.26%. 

In Saskatchewan 237,975 
square miles, and there is a population of 5.87 per 
square mile, the urban percentage is 30.08% and the 
rural percentage Is 69.9. 

In the Province of Alberta 
we have a square mileage of 248,&00 square miles, with 
@ population per square mile of 2.94, the urban part 
of it is 37.00% and the rural part of the population 
being 63.00%; in other words, a slightly smaller per 
capita number per square mile in Alberta, than in 


the other Provinces. 
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You will note that the area 
Of Onterio covers 463,282 square miles, with a population 
density of 9.5 versons to the Square mile, and an urban 
population of 61.07% of the total, as against a rural 


population of 38.93%, 

in’ the Prairie Trovirmes, 
On the other hand, we have a total area of 706,498 square 
miles, with a porulation density :of 3.41 peraons to” the 
Square nile and an urban popul: tion 36.32% of the total, 
as against a rural ponulation of 63.68%. 

It will readily be seen that 
while the area of Ontario is only haif the area of the 
Prairie Provinces, the density of population in Ontsrio 
is almost three times that in the trairie Provine es; and 
that whereas the population in Ontario is nreponderantly 


urban, the population in the Prairie ¥rovinces is definitely 


Pr ele 
analyzing further, an Josa7 


the gasolene gallonage in the Prairie Yrovinces was 156,087,000 
gallons, which was sold over 706,498 square miles, or an average 


of 220.93 gallons to the square mile. 
In Ontario, on the other hand, 


the gasolene gallonage for 1937 was $24,859,000 gallons, whieh 
was sold within an area of 363,282 square miles, or arn average of 


894.25 gallons to the sgquare mile. 
AS already pointed out, however, 


61.07% of the population in Ontario is urban, and the bulk of 
the gallonage in Ontario is sold in a highly concentrated area 
apnroximately not more than 25,000 square miles, as against 

a rural population of 63.68% in the Prairie Frovinces, with 

the “estern gallonage, which is much smaller than Ontario 
gallonage, being sold over an area ancoroxinating 400,000 square 
miles. In other words, on the basis of the areas served,Cntario 


gallonage approximates 12,994 gallons to the square mile and 
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Prairie Frovinces fallonave approximates 390 gallons to 
the square mile. 

That 1s about 40 e¢allons 
to the aere in Ontario to one in Alberte. 
MR. FRAWLEY: That is city and country? 
Quite right, sir. 
Sure. 
MR. HARVIE: It is the erea, nevertheless, 
that is served. 

Of the 156,087,000 gallons 
sold in the three Yestern Provinces in 1927, 10,206 ,000 
gallons was sold in Alberta with an area of 248,800 square 
miles, From the Alberta sales, however, must be ueducted 
9,430,126 gallons of heavy fuels in order to have Alberta 
figures on a oomparaple basis with the other FProwinees, 
which gives us an average of 26% gallons to the sauare mile 
for the Province of Alberta. 

In other words, in the 
Provinee of Alberta two years ago, all products were made 
taxable whether they were fuel or any other product excep€ 
lubricants, and that is not so in other provinces, 

Notwithstanding the 
differences in areas and populations, it should also be 
considered that in Alberta car and truck registrations are 
99,158 for 1937, with 284,187 as the total for the Prairie 
Provinces, compared with 616,410 registrations in the 
“e mention this because 


Province of Ontario alone. 


consumption in Ontario is 90% truck and car business. 


Consideration must also be 


eiven to climatic conditions and the condition of the raods 
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both Bast and ‘est. In the Srairic« lrovinees the roads 
are inferior to those in the heavily populated areas of 
the Gast, and are snowed in for several months of the 
year, whereas in Gastern Canada main highyveys and secondsery 
roads ere onen almost twelve months of the year. This 
results in Eastern Canada, particularly Onterio, tnet with 
the exception of two months, sales of petroleum products are 
fairly uniform throughout the year. In Manitoba, Saskatchewan 
andy alberta it is just the reverse, with 44% to 51% of the total 
consumption being made in a four months' period during 
July, August, Sentember ance October. 

T would Like now to refer 
to the graph starting out with 7, some of which I would 
like to explain to give you a more clear conception of 
the Gitrieulties im this areal compared to othevs. Tne 
first graph, Number 7, we give there a comparison of the 
monthly taxable sales showing the relative peak periods im 
Fastern Canada, that is, Ontario and Quebec, and for 
the Prairie Provinees of Manitoba, Saskatchewan and 
Alberta. The legend, Ontario and juebec is in black, and 
the Prairie Provinces is in red. This has been prepared 
in thousands of gallons, and the ourpose is to give you 
the trend of the business and particularly to refer you 
to the peak loads, or to show more c early that, the 
total Lao mentioned, 44% to 51%, being 


percentage of the 
sold and consumed in the Prairie Provinces over a period 

of four months. In other words, in 1954 in Ontario, 

January was 17,357,000 or 100%. February went down to 89%; 
March it went up to 101%; in Avril 132%; May 167%; Tune 202%% 


July 233%; August 220%; September 239%; October 195%}; 
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November 175%: and December 133%. 
In the Frairie Provinces 

in 1934 we start off in Fanuary with 3,479,000 gallons 

at 190%. In Februsry it gces to 101%; March 1334; it 

jumps from 133% to 222% in svril; 282% in May; 297% in 

June; July it goes up to 348%; ausust 402%; September 382%; 

October 415%; November 285%;and December 186%. 

MR. FRAWLEY: What year is that? 

1934. 

Where do you get the 100? 

You have to have a base to start with, Mr. Frawley. 


You just take the lowest fieure and call that 100? 


"@ took the January gallonage. It is comparable, sir, 


MR. HARVIE: It is comparable up or down? 


You have to have a starting point. 
MR. FRAWLEY: But suppose you took the mean. Suppose you 


took half way between the highest and the lowest and call 


thet the average? 

MR. HARVIE: It would not mate any 
difference. 

Li weansere vie vou the trend In percentece, aieaciwuad 
gallons and figures of the difference over the year.in 
Ontario and Quebec, compared to the Prairie Provinces, 


and is illustrated more clearly on the graph. In other 


words, you will note in the black there is e fairly 


uniform trend throughout the year, but in the red chart 


showing the western figures, you vill notice how acute 


they are. The tremendous rise and the large peak of 


this business coming as we say in the period 


MR. COMMISSIONER LIPSETT: Supposing Mr. Miller you took 
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Wrewmonth jot April. .vouseetman sinek= ocean percentege 
of about the same in both cases? 

A Asay isin. SeYoutwidd ifind&oetonn ve explained 1924 for 
Ontario and Quebec and for the Prairie Provinces, and 
we have these figures for 1935, 1936, 1937 and 1938, and 
you will notice, Mr. Commissioner, that there is a very 
wide variation in the different months of the various 
years. That would be brought about, which we will illust- 
rate to you more clearly later, by crop conditions, weather 
conditions, but more particularly our crop conditions in 
Western Canada. Because, as I said the other day, .ouz 
business here is entirely different to Fastern Canada, 
inasmuch as it is 50% farm business, and 50% motor car 
Bid truck, 

Q MR. FRAWLEY: Where is the 100 in 1938, Mr. Miller? 
I am kind of slow about this. 1938 Prairie Provinces, 
where is the 100? Does your 100 start with January 1934 and 
you are saying that in January, 19%, the gallonage wa 
187% of January 1934? 

A You see, in 1938, Mr. Frawley, it was 25,157,000 gallons 


as against January, 1934, of 17,357,000 gallons. 


Q I am looking at the Prairie Provinces. it is the same 
thing? 
A And in the Prairie Provinces, the same thing applies, 


Mr. Frawley. In January, 19354, it) was ‘G,479 000)" swhich 
was 100%, as against 6,490,000 gallons in 1958 for the 
same month, which is 187%. These figures are correct 


right through the picture. In other words, I do not 


know any other way in which we could get the trend,and 


arrive at these figures I heve mentioned which is 
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anywhere from 44to 51% of the total business being 
consumed and sold in the period of four months, other 

than the way it is illustrited here. 1 thought this 

was the best illustration to let you, feve. 

“ell, you may be quite right that it could not be done 

any other way? 

wie feeson Tf put this up in this form is, I am anxious to, 
later on, convey to the Commission the peculiarities ana 
differences in our “esterr business convared to any other 
area, the difficulties we have to contend with which all 
adds to the cost of doing business. As we go along , aT 
think that will become more convineing in thie prief. 

You only have to look at 1938, Preirie Provinces, and 
there is a tremendous fluctuation there. You have a 
gallonage in January of 6,000,000 gallons and in September 
Ot op 000,000 eallons? 

660007000. 

6, 000°,000 and 25,000,000, yes? 

MR. HARVIE: Thet is the point we ere 
trying to show. 

Coming into that peak period, you will notice if you 

go back to Seontember, 1937, that there is Ye CV0 O00) Less 
than there was in September, 1938. You know just as well 
as i dothat thet was the variation Of the’ crop sonditions 
thet explains that difference. You go back to 1936, and 
you have 2,000,000 more in the month of September than 

yOu had in September, 1957." In 1955 you have 4,000), 000 


gallons less than you had in 1956 for the same month, 


and you go back to 1934, and you have 18,000,000 gallons 


as against 16,000,000 in 1935, or another 3,000,000 gallon 
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difference. Later on, I will be glad to illustrate 
more clearly about the reasons for that, when we come 
into grein production and figures which determine the 
use of tractors in this “estern country. Now, going back 
to Page 10, I say, again in “estern Canada a lerze drum 
MEMOS UO OTL cele ievelese eter eve 

Gi MR. FRAWLEY: How about these other graphs? You do not 


intend to refer to them particularly? 


ti Yes, i am going to refer to them. 
Q, But as you come along? 
A Yes. a 


ae Leain, Wn ester Canada 


— 


a large drum investment is necessary in order to give 
service tO tne farmers, particularly urine swe vpeal: 
harvesting season, In astern Canada, on the other hand, 
very few drums ere required other than for lubricants. 
In ‘estern Canada greeter facilities, storage, trucks and 
otherwise, are essential for distribution over 68 wide area J 
but notwithstanding this, a much smaller gallonage is 
handled than in the Yast, as we heve already outlined. 
Before passing into 
distribution, it might be interesting Vo note that our @rum 
investment on the Prairies has run as high as a million 
and ea half dollars, of which one-half million would be 
anvlicable to Alberta, or in other words, the drum require- 
ments over the Prairies have approximated 15% to 30% of 
the total investment. This is an additional expense that 
the “transient” cr ‘in and out” Operators do not have to 


contend with, as they naturally use the equinment of the 


Major Companies. 
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Iimean, by. that yathat in 
the Prairie Provinces, and that also applies particularly 
to the Province of Alberta, the oil industry have over 
the past ten years been the only companies that supply 
containers in order that the farmerscan secure their 
products, not only from the Comnany that supplies them 
with the container, but from the Turner Valley or any 
Other company or price-cutting operator where they feel 
fit to buy. In other words, these drums entail a large 
investment, and they are not only used for our products. 
MR. HARVIE: Now Graph 8, 9) U-2,79=Brerd--LO,._10=-4 2nd 
10-B? 
if you refer now back to Graph Number: &S, we try to give 
you there the trend of the business in the Western 
Provinces. Alberta in green, Saskatchewan in red, and 
Manitoba in black. Now, that is made up on actual 
gallonage but we use the figures where we start off with 
a certain gallonage, for instance, in Alberta, we start 
at 1,761,000 as at February, 1934. By September of the 
same year, we have reached a peak of 6,082,000) rol Tons, 
and then it recedes down to 1,893,000 gallons before 


the end of December. 

MR. FRATLEY: These are all your company's gallonages? 
These are all our company's gallonages. 

And the same applies to Graph 7, of course? 

I think this can be taken for granted, Thats leet) our 


picture across the western provinces and the industry 


would be fairly comperable if they were worked out the 


same way. 


Yes, probably. I just want to understand’ 
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A You will note thet the peak or wider fluctuations 
exist in the Province of Alberte than they do in #+he 
Saskatchswan or Manitoba. In other words, our entire 
industry and equipment and facilities are taxed to the 
Limit over that four months' period. ‘e have to maintain 
stocks of sufficient capacity in order to provide for that 
peak load. If we had material at the refinery and not in 
the field, we might be able to store it in little cheaper 
tankage, but we would have to have e larger investment 
which would be possibly three to four times the cost of 
the tank storage in tank car, in order to get the material 
into the ficid “at the time it 1s ceded. Sven it New 
thet investment in tank cars, we doubt very mucn whether 
the railways would be able to take care of the movement 
gGuring the peak season of the year. ‘“¢€ are not faced 
with this conditiam in other areas of Canada where the 
markets are greater and at the same time business if 
unifom.,. 
Now, Graph Number 9. 
I said thet from 44 to 51% of our buiness in the Prairie 
Provinces was done over a period of four months, and there 
we explain to you the actual position as far as peak 
sales periods are concerned for the four months of July, 
August, September, and October. In percentage to the 
total yearly sales in 1934, it was 49.1%, in 1935 it was 
51.4%, in 1936 it was 50.1%, and in 1957 44.1%. TI have 
not yet fi puree OUlL sLeoSs 
Q Do you think you could without s great deal of inconveni- 


ence supplement that? 


A Yes. 
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That is Graph Mumber 9? 

A On that Graph we have set it up in actual gallonage. 
In other words, actual gallons starting out as at 
January 1934 and ending in December 1938. 

Q MR. COMMISSIONER LIPSETT: That is your picture only, 
Mr. Miller? 

4A Yes. But as I said, we operate with wide distribution 
throughout the three western provinces, and our total 
of the potential is around 20%. I therefore feel that 
the rest, of the industry will find their pictures 
comparable as far as peak loads are concerned. In other 
words, if there is a large crop, and it comes in fairly 
uniform, we are taxed to the last degree. It seems to me 
for many years in “festern Canada we have been faced with 
something along this line, twelve months' investment and 
twelve months' operating cost, and about seven months’ 
business, out of which the peak is done in a period of 
four months. That has been my experienc? in “estern 
Canada over the past 20 years. 

Q MR. FRAWLEY: That applies to many lines of business 
in Vestern Canada’ 

A Yes. But the reason I mentioned that is I do not see 


any other way we can handle it. we have got to have the 


investment. We have got to have the capacity to take care 


of the peak business. And it has got to be there through- 
out the good years and bad. 

Q And that is why we are all very much interested in your 
new method of operation” 


As a matter of fact, take Southern Saskatchewan, where we 


be 


have had that area for some years now of drought, 350 miles 
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long and 250 miles wide. The cost of doing business 
down there naturally has been out of all proportion 
with other territories. And it is beyond our control. 
There is notning we can do about that. 

Q Do you still operate in that dried-out area in Saskatch- 
ewan just as you always did? 

A Ves. 

Without any subsidy from anybody? 

A Yes. We have not only opereted as we always did, but we 
have extended credit to farniers down there each year 
during the drought period in ord3r that they could put in 
their seed and Spring crops in the hope that they would 
veomcascrOn OLf iT othe Hall, 

Q That is very interesting, that particular situation 
aown there.you ere still convinuing «oO oCperaete ssayou 
always did in the dried-out area, which is perfectly 
hopeless, of course. Then your tank wagon is set on a 
basis which will enable you to carry that oreration? 

A No sir, it is not. There has not been any adjustment 
in prices in any shape or form to counteract the higher 
eost involved to do the small amount of business that is 
available. have stayed in that pieture and maintained 

our distribution in order to give service to the customers 

who have bought from us over years in the hope, the same 
as they have, that next year we would be all right. 


You are losing money right through, definitely from year 


to year? 
I would say we have Lost money, but at the same time, 


Mr. Frawley, that position might be reversed sometime. 


In other words, the Frovince of Saskatchewan might come back 
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and have good crops and become better off financially, 
and the Province of Alberta may be reversed, in which case 
there is no added cost to the Province of Alberta. Alberta 
would get the benefit under those conditions. 
Q Well, we can go into it a little more fully later? 
THE CHAIRMAN: You are viewine it from 
the Canadian standpoint, the general picture, regardless 
of province? 
A Yes. 
THE CHAIRMAN: Ve A ee et et seen 


TOis afternoon and sit a littie Tater. 


(At this stage the Hearing was adjourned until 2:15 p. m.) 
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ALFRED HERBERT MILL&R, having 
becn recalled. 

Q MR. HARVIE: ALL Vignt; bine Maliens 

A We prepared here a summary of information in thousands 
of gallons covering the provinces of Manitoba, Saskatchewan, 
and Alberta and all the Prairie Provinces as 9 (a); the 
information is to show further the peculiarity of the 
trend of the business, peak seasons of the year and fluctu- 
ations by the various months of the yeer mentioned in 19344 
to 1948 inclusive; starting off with Manitoba in January, 
1934, with 989.000 gallons, which is 100%, February is 95,, 
March 114%, April 158%, May 256%, June 301%, July 322%, 
August 353%, September 338%, October 330%, November 257% 
and December 176%. The same year, 1934 -- 


THE CHAIRMAN: Just before you proceed, 


&> 


Mr. Frawley, you seem to question the taking of Jailuary 

as 100%? 

MR. FRAWLEY: Maybe it is not important 

in the way he is doing it. 

THE CHAIRMAN: St the moment I do not see 
anything wrong with it and I wondered what your criticism 
WAS. 

MR. FRAWLEY: weli, I thought he was endeavor- 
ing to show the variations from the normal,» JI thought thaw 
was what he was starting out wita, perhaps it is just the 
variations from some month. 

THE CH4IRMAW: From a month, that ts all you 
were doinge 


A Yes, you have to have a basis. 
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Q THE CHAT RMaN: Some starting point? 

4 Some starting point and the rest of it is extended in 
actual gallons and the percentags of increase and decreass. 
VR FRALEY: It is fluctuations and so long 
as you remember that in point of fact, the January figure 


was the lowest figure almost of the year -~- 


TH: GHATARMAN: Yes- 
MR. FRAWLEY: But “that din odiselt 2 see,0n 


reflection docs not seem to matter, it is just a fluctua- 
tion from that point. 
Mk. HARVIE: Yes, I think maybe by using 
the lowest figure it puts everything above the lino 
instead of plus somthing and minus something. 
THE CHA TRMAN: Yes> 

5 fhe main thought in this is to show the various trenus 
because as the trends vary either by crop conditions 
or other changes, these trends change and consequently 


it increases or decreasos our costs accordingly. 


@ MAJOR LIPSETT: It is all based on actual 
figures? 

A Yes, they are our actual figures. 

Q THe CHAIRMAN: Which you say gives us a 


fair picture of the industry as 4 whole, in your judgment? 
b Yes, then in Alberta in 1934, in January 1,761,000 

gallons, which is 100%, a similar fluctuation is shown, 

99% in February, 127j in March, 213j in April, 228% in May, 

220% in June, July 259%, dugust 518%, September 2704, 

October 345%, November 231% «nd Tecember 160%. 

If you Look at that figure 
for 1934 in alberta for those months, July, august, 


Soptember and October, I think that confirms the statement 
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which we made that the big majority of the business is 
sold and consumed ina four months' periode 

Q MR. FRAWLEY: October, September, sugust 
and July, what you would call the four months' poriod? 

4 Mo, I would call it July, jugust, September and Octobor. 
You may find some years fluctuetions miko October the 
month instead of September and ss you know that is due 
to your late crup and tho lateness of harvest operations, 


starting the increases in the other monthse In Saskatchevan ~~ 


q MAJOR LIPSeT tT: Ae in eles? 

A Foay orn ThI38 » 

Q May is one of your big, months, in 1958? 

MR. FRALEY: April and May 1937, I am looking 
at. 

vs) Yes, that is on account of, we were, I thinkyat 2s en 
account of possibly a considerable tractor activity taking 
place in connection with the summer fallowing work or other 
farm activities, The same thing might apply on account 
of weather conditions in one month in 19458 to the same 
month in 1934 or one of the other years. 

Q MR. FRA‘ LEY: You see in 1937 you had big 
months beginning in April, right straight consistently 
through to the end of GietoperT 
MR. HARVIE: It shows 1937 the average was 
44.1 as egainst 51.4 in 1940. T am referring back tc 
Graph 9. 

A Graph 9 will give you that, hr. Prewley. 

MR. FRA LEY: 1936 should ‘be 60.1, 1935 
5lede 


q MjJOR LIPSETT: Tn 1938 it developed quite 
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a bit more, all the year round business? 

I have not givén you the figure for 1958 but we wili 
continue that and give you that percentage. 

Have we 1958 on the sheet? 

Not on Grephk Noe Ye 

MR. FRAWLEY: But you have on sheet 9 (a)? 
YeSe 

And you can see very quickly there what the situation is? 
Yes. 

MR. HSRVIB: Fall ploughing is quite a 
factor too? 

Quite a Lote 

MR. FRAWLEY; Well in 1948 =- 

MR. HARVIE: There was a great deal of 
fall ploughing done in Wovember which would possibly 

show a decrease in the spring mnsumption in 19359. 

MadJOR LIPSETT: It looks as if it was getting 


more general all the year round business, which is all tc 


the good. 

MR. HARVIE: It would be if it worked that 
WEYVe 

WITNESS: Well, 1958 saw quite a large 


inerease in the ercps throughout ‘Jestern Canada, than 
there was in the previamus years- Il think the increase 
sn bushels last year, we will come to that later, was 
somewhere around 100,000,000 bushels more than in 193%. 
Do you think that is the ordinary trend? 

That has been the experience all through. I could have 
gone back further. In some areas there has been a 


greater trend, they use trectors more for the spring 
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operations and that is why during the spring the consumption 
increases and drops down égain during the summer and comes 
back higher in the fall when harvesting operations wore on. 
@ MAJOR LIPSHTT's Do you not think with probably 
the better roads and ell-vweather roads, business may be 
more evenly spread in this province in the future? 
b So far as the motor car traffic is concerned, yes, but 
so far as farm operations are concerned they will be the 
same as they have always been, according to the seasons 


of the yeer. 


re) 


You think you will olways have this peak season anyway? 

me I cannot see anything else for it. It might be interesting 
there to look at Saskatchewan for an example. although you 
are not divectly interested in Saskatchewan. 

Q MR. FRALEY: I suppose diversified farming, 
you are going to deal with that later I suppose, in parts 
of the province where diversified farming is prevalent, 
you would have more even consumption? 

Ls Yes, and we will illustrete that in Manitoba as against 
Seska tchewan o 

G You have the farmer bringing his Livestock to market and 
using more zasolene? 

MR. H4RVIE;: There are graphs later which 
show that very definitely. 

A It was not our intention to trouble you with Menitoha and 

Saskatchewan but in view of the peculiarities of our 

operation, which jig the Prairie Provinces as a whole 

and the ups and downs that vary from year to year in these 


various provinces, as they have some definite relationship 
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with our cost per gallon and business in any one of 

the provinces, including Alberta -- 

The peak periods in Saskatchewan seem to be very pronounced? 
yes, (one y are, Sirs Now in Saskatchewan starting out with 
1934 we have 729,000, which is 100% -- 

MR. FRU: LEY: What are you giving? 

On Saskatcheviane 

What year are you going tot 

1934. 

MR. PRAsLEY: I do not know, these are all 
very interesting but I am wondering to what extent it is 
necessary to read ell these yearly columns, Mr. Cha iriian? 

It is an Exhibit and if Mr. Miller would give us the results 
of the trends, that is coming down to 1938. 

It might be interesting, Mr. Frawley, if Il gave you the 
trends of all the Prairie Provinces and for s~lberta for 
1938. 

MR. FRALEY: That is only a suggestion. 
Because this has a definite bearing on our business in 

these provinces. 

Aid. right, it aqoes. 

Sn@ on the industry as a whole. 

THE CHAIRMAN: B11 re eDey 

It has more bearing on our industry or on our business, this 
farm operation in ‘Jestern Canada, than any other part of the 
business we have to contend with. 

THE CHAIRMAN: ‘ell whether it is read in or 
not is a matter of convenience. 

MR. FRa LEY: Y€S o 


THe CHALRMAN: we cousider the total picture 
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which you are putting up here a very interesting and a 
valuable one and just aproroc of that, I take it that 

your position is that you cannot isolate alberta? 

boet sis right, six. 

BS) a8 company it is futile to talk of what it costs an 
Alberta and what you sell for in slberta, and so on, 

you have a bigger picture which you must take into 
account? 

That is right. 

There are arees in Saskatchewan where you ere operating 
at a loss already this year and glberta must pay its 

share of that, as Manitoba must too and equally if slberta 
runs into seasons of drought or something of the sort, 

you say that it is not good business to pull out of those 
places but that the other provinces must take their share 
of carrying the load in that area? 

I would not put it that way, Mr. Chairman. In other words, 
if things were bad in saskatchewan we did not raise our 
price in other areas to offset Saskatchewan. We carry 
the picture, we carry the bad with the good in our final 
analysis so far as our profit and our loss is concerned 
but there is no price inerease, increase elsewhere, off- 
setting the bad times. 

Then unless you are providing reserves or Something, 

it might be suggested against you or any other company, 
that your prices were too high for occasions when no 
crops wero bad or bad years were not oncountered; I oan 
quite see, as you say, your operation is western Canada 


wide? 
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Quite right, sir. Later in connection with our marketing 
costs I think I can define more clearly to you then how the 
trend throughout the “est or at least the crop conditions 
throughout the West definitely meke for increase or decrease 
in our marketing costs; increase if times are bad or 
decrease if times are good by provinces and by the three 
prairie provinces as qa whole... I intend -=- 


You say that over the years they balance up, that your 


Hae) 


marketing costs are fair, having regard to a period of 


Mc. Chairman, that I do not think that it is 
possible, equitable or fair,.for our marketing costs to 
be judged over any one yeare I think the minimum time 
Should be at least 10 years beeause of the variety of 
conditions which we have referred to and which we will 
refer to more as We £6 One 
Wea te ais Yese Wow this is very 
interesting, very interesting, what you are saying, 

Mre Miller. I woulé certeinly like to understand whether 
or not you do look at your tarxeting operations from 

The Great Lakes to the mountains as one piece? 

i Oe eld! 

Because I may as well be frank with you and say that I 
have a different point of view. JI put the suggestion to 
you that I expect that you will discuss what you do in 
the Provinee of jlberta in some detail, showing your 
marketing costs and. profits or Llossus dn the frovince: of 
alberta; Tt have seen your cost set up in that fashion 
before and I presume that is the way you will be setting 


it up here? 
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Ve will give you our marketing costs for 1938, our 
marketing expenses for 1938 and the same informetion for 
the 10 year period in the Provanes of slberta. 

Yes, you see carrying the thing out to its ultimte 
conclusion, let us assumo there is 4 part of southern 
Saskatchewan whicu is in a very bad way, agriculturally 
speaking, economically and financially, in a very bad 
way and let us assume that you cannot be expected if 

you continued operations in thers to Carry on except 

at e loss, then naturelly your Spreéed somevihere, either 
your ‘.estern Canadian spread or Saskatchewan Spread, has 
got to carry that particular load? 

jt no time 411 through the years in the last four or five 
years in Southern saskatchevan, no other pert of estern 
Canada has carried the load so far as that is concerned 
inasmuch as we have not increased our prices in other 
areas to offset losses which were sustained there. I% is 
true that out of our totsi financial picture if an area 
is bad it brings down the totel. 

The totel what, the total Canadian or total Jestern 
Canadian or total Seskatchewan? 

Total Cgnadian. 

Total Canadian? 

I would think so. 

Then so that I will understand it, then your me rketing 
Spread all over Canada picks up what is abviously a loss 
in Southern Saskatchewan, and I only use that as typical, 
that is true is it not? 

It does not pick it up, Mr. Frawley, I cennot see that 


it picks fit up, it just means it is that much less.) 
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all right, Mr. Harvie mentioned to me Louthern jlberta 
and I was coming to that, this is anticipating a Little 
bit tco, but to clear up this question of area against 
area, the Imperial picture is that they are losing money, 
it is pretty obvious that there is money being lost on 
every gallon of gasolene, of Turner Valley made gasolene, 
Sold south of, I think a line that crosses Claresholm 
@énd Vulcan in Southern «zlberta because they have to pay 
the freight on it down there and their tank wagon prices 
are low, are just about as low as Calgary tank wagon, 

So obviously they have to pay out money to put the 
gasolene, Cslgary made gasolene, into those areas and 

so they are doing it at a loss. 

Ma. HE RVIE: I said Southern slberta as 
compared vith the others. 

Mie FRALEY: IL presume your operation ina 
southern alberta is the same as the Imperial's, you have 
to pay freight on those goods and the tank wagon is, as 
@ matter of fact almost to a decimal point, is as low as 
Calgary, so obviously there is money paid out for freight 
there? 

Quitee 

So in the over all operation anc Looking et your year's 
operation in jilberta, you show a loss on what you sell 
in the Southorn part of the Frovince? 

Well we have to consider, Mr. Frawley, our operation 
over all. 

Exactly. 

In other words, we Gannot take Southern jlberta or 


Northern 4lberta or anywhere else. “@ serve the Province 
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of 4lberta. 

wuite, so unless you are operating at a loss, assuming 
now your over all picture in alberta shows a profit 
per gallon, a marketing profit per gallon, then it is 
obvious, is it not, that your marketing spread at 
Calgary and north of Calgary is sufficiently long to 
enable you to carry the southern part of the province, 
in which obviously you are marketing at a loss, that 
follows does it not? 

What you say might be right but the differential or 
margin you speak of is not great enough to stand very 
mucn more of the losses we sustain in Southern jlberteae 
Now, let us assume for the sake of the arsument it is 
not too much but it is intended to enable you to earry 
the unprofitable southern fringe, so long as it is 
supplied, against the unfavorable freight rates. with 
Turner Valley made gasolene, that is true is it not? 

I think that but for the extra, had it not been for 
the extra volume in 1938 and it being the best year in 
the history of our company and I presume with others 
of the industry, with our Southern y~lberta conditions 
as they are, we would have been in the red in the 
FProvinee of szlberta instead of showing any profits. 
That puts it more clearly than I have been putting it, 
so it follows from what you have said that the spread 
in the rest of the province carries the losses in 
Southern albertac However, you are probably going to 
develop thate 

MR. HARVEE: Probably the additional 


throughput woulda offset that. 
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Yes, the additional volume. For instaace if the volume 
had been less, that is if the sales,if we hed = crop condition 
in the northern part of &4lberta Which wes very auverse last 
year, I mean if we had had that then we would have been 
definitely in the red although our profit per gallon that 
we made in the provinee of Alberta is very normal on the 
whole. I do not think that we made any too much profit 
in the area per gallon to offset, that would offset any 
other arease 

You are going to deal with Southern alberta as a separate 
problem, are you not, in your submissions, I suppose you 
are? 

In what waye 

“hy you are continuing to market there at a loss and £0 
on? 

Oh eyes, Ll ywille 

MAJOR LIPSETT: I suppose, Jr. Miller, it 
might be put another way and ths tpl Si havo enor Mae 
profit were, we will say 100, by reason of this condition 
your profits have been reduced somewhat, by reason of 
this Southern jlberta situation, it happened vithout 
making any difference in the price to the rest of the 
province? 

That is righte 

It does not necessarily follov then that anything will be 
added on to the rest of the province on account or this 
different situation in the south? 

I think this, if we had no market price structure in 
Southern flberta over the last tvo or three years it 


would have been more profitable for us; that the over sll 
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profit would not have been too great, when you teke the 
average cost over a number of years, which I think will 
be more clearly illustrated in our merketing costs over 
the ten year period; in other words, if we made some 
money in 1938 and the condition continues, the bed 
market conditions continue in Southern wlberta in 1939, 
throughout 1939, and we had a bad erop condition in 
northern ilberta or some other aoOndition that reduced 
consumption considerably, we would be in the red so far 
as I can fiource 

ahd I suppose one edvante.ze of keeping the Southern 
Slberta market is that ft imcreases your throughput of 
the refinery? 

Yes, and we have to consider that end of it because while 
it may be unprofitable if you teks the throughout in the 
refinery, it might be less or it might be more. 

Mite WR LEY: I wonder now, epropos. of 
that, are you going to make any submission as to that, 
because that is a point, there is a balance there some 
place of the benefit to the refinery in the incressed 
throughput as against shelling out the freight to get 

it down there and I wonder what submission you are going 
to make? 

Later on the complete details relative to the runs of 
the refinery and the operations snd the net beck and so 
forth vill be discussed. 

I hope some attention is paid to that because thet should 
be aan ints account. 

Going beck there, I vould just like to mention that 1938 


in Saskgtchewan, because you cen see hov wide these 
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fluctuations are there, particularly in these five 

months in the middle. where we start of with 140 and 

go to 92% and up to 120%, in april 550%, in May 1258%, 

in June 1131%, July 984%, sugust 1159%, September 1491%, 
October 1116%, November 633% and December 255%. You 

will notice there is quite a variation between that ana 
the pr vious year, 1937, and that is very indicative of 

the similar situations which exist in .lberta whereby 

the heavy farming operations there in the spring ploughing 
and seceding made that jump of 550, to 1258, in the month 

of May and tn the motor ear traffic, the same thing applies 
in the fall of the year when harvesting takes place in 
august, September and Yctober; v.hen you look at the over 
all picture there of all the Prairie Frrovinces, it will 
give you the fluctuations but you “ill notice they aro 

more uniform when you take the threes provinces as a 

whole, although the same thing applics there, you have four 


big months, to fill out the others. 
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Going to Graph No. 10, it deals with the Province of 
Alberta. 

MR. HARVIZ: 9 (B) is just the information 
on 9 (..) in graph form? 

9 (B) is the chart corresponding with the figures shown on 
Statement 9 (A). Graph 10 takes in the Province of Albert: 
and shows the consumption of taxable products.  (‘Thiss a auger 
based on 100, in terms of 100. ‘The consumption of taxable 
products there is marked in black. You will. notice from 
1928 they increased about 22% up to 1929. In 1929 to 1930 
they showgd a slight inereaso of about another 3%. 1930 

to 1931 they declined back to about 104%. 1931 to 1932 
they still declined. 1932 to 1933 they came back to the 
normal of 1928. 1933 they continued up until the end of 
1934 they were around 112%. 1935 they still went up 

to around 114%, till about the end of 1937 they were up 

to 160%. Those are the consumption of taxable products 
Lumtne Province. 

MR. FRAVWLSY: By all comsanies? 

By all companies, yes. 

MR. HARVI=: Does that include the additional 
items that were taxable in 1936? | 
No. Yes, they do, excuse me. 

That might explain the repid rise trom 1936) on sanvprty 
Then we show a curve there, showing the consumption of 
taxable products refunded in the Province of Alberta. 

That is the refund that was made on taxable products 
consumed for agricultural purposes. You notice they went 
up the same way, in the same trend, as all consumption didi 


MR. FPRAVLEY: I wonder if the Commission 
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thoroughly understands that. “oula you explain what that 


means ? 
THE CHAIRMAN: “hat are you speaking about? 
MR. FRAWLEY: zt is the consumption of taxable 


products refunded, Mr. Chairman. 

That curve represents the refund the Governments make, 

which is fluctuating from time to time, to the farmer on 
petroleum products that he purchases and uses for agricultural 
uses. That is,not used in his car or truck. 

MR. FRAWLEY: .t is really not a refund any 

more.| (Itiis a straight net I cent tax? 

Veet. is now. The red line shows your car registrations. 
THE CHAIRMAN: so Maye not Del thpontant, Dut 

how is that determined, what is used in the tractor as 
distinguished from the motor car? 

ViRe FRAWLEY: 1 will let the marketing man 


veld wss that: 


THE CHAIRMAN: if’ youtcan.e cr. Giiler: 
MR. HARVIE: LE*LSearacior Eaele 
THE CHATRMAN: Is it the same class of fuel? 


It is on gasoline. It was on all gasoline prior to the 
Province making all fuels taxable. The Province of Alberta 
is the only Province in Canada that made all fuels taxable 
with the exception of Ontario. In other words, fuel oil, 
Diesel fuel oil and all other fuels, kerosene and 
illuminating kerosene and everything else ig now taxable 

in the Provinee. Prior to that on all gasolene that was 
used in the operation of, that the farmer used’ in his farm 
machinenyprhewrecelved..a rv lund) Of a portion, of (thes tax 
paid from the Government after submitting statements as 


to the amount he had used. In other words, he took an 
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affidavit in some form or other that he bought -500.00 
worth of gasoline and he used $300.00 worth in his tractors 
and he received a refund on that amount. ie they xi ent, 


Mr. Frawley? 


i} 
ae 


— 
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TRAV EY Anything that is used on the fam. 
If he has a truck that runs back and forth to town on the 
highway he pays the tax that anybody does. In his car he 
pays the 7 cent tax but for what is consumed on his farm 

in his tractors or any other farm implement on the farm, 
which does not reach the highway, he vays a one cent tax, 

a net 1 cent tax, which used to be 7 cents paid and 6 cents 
refunded. Now it is a straight 1 cent tax that he pays 
and he files some coupons to show and to justify the 
Gtererence between the /scentsceand™ thesie@cent. Now Mr. 
Miller's statement that all motor fuels are taxable now, 
which were those fuels which were added in 1936, are farm 
fuels'exclusively. So it means that the farmer ‘is now 
taxed 1 cent on Diesel fuel, for instance, that before 193% 
he was not taxed anything on at all. But the ordinary man 
who pays ‘the 7 cent tax, of eourss)does\ mol use thee 
Prers at alls He is a motorist "endwhel wor comm serronim 
ces Pasoline. 

The wudditional tax he has paid since 1936 has increased 

the cost of his product that much. 

The 1 cent tax? 

Yes. 

Otr Tsun. 

iie bought hig Diesel fuel before for 10 cents and he has now 
To peyr Li cents. 

MR. COMMISSION-R 2IPST9T; This chart shows the increased 
consumption in the commodity? 


Yes, Sir. 
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On which he got a refund? 

That is right, Sir. The next red line there is car 
registration. 

THE CHAIRMAN: Just excuse me a moment, while 
the matter is present to my mind, Mr. Frawley. It is being 
continuously Suggested that tne traubac about price is, 

if it be too high, that there is too much taxation with 
respect to these petroleum products, which I do not 

wish to enter upon any discussion on at this moment. 

But I was just wondering if you had in mind a consideration 
of that at some stage. Now, we are making serious inquiry 
as to what the oil companies are doing and they say 

"But 7 cents on a given product as taxes," and I take it 
the suggestion to be that if these taxes are essential 

for the proper administration of Provincial affairs, that 
too great a proportion is put upon this particular industry. 
I mention it now because I think of it now and not seeking 
any reply to it now. But so that we may have it in mind. 
MR. FRAWLEY: Yess 

TH! CHAIRMAN: Hor example, if I may continue 
for a second; for example, supposing the amount produced 

by the 7 cents tax we have heard about a great deal, were 
essential to the proper administretion of the affairs of 
the Province) to provide all public serviees and so on, 

and that no question arose as to the need of the Government 
imposing a tax that will product that amount, it is still 
open to ergument, it occurs, topme, forsitito he saigithat 
it should not be limited to this oil industry. If this 
amount must be raised it should be spread in some other way 
end one,means of reducing the cost of pasoline, if sit be 


too high, is to spread the burden of taxation in another 
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fashion, always assuming the taxation is necessary. 
“hile it is going through my head I thought I should 
mention it to you, not seeking any opinion about it at 
this time but it is something I would say would be open 
to argument and, therefore, something that should be 
thought about and dealt with. 

MR. HARVI:; Lt would like some intimation 
from Mr. Frawley as to whether he intends to deal with that, 
because, if not, I think some person else should. 

TH: CHATIRIAN: It is something for him to 
consider. I do not ask him to ssy now. It was just a 
thought that occurred to me. 

Well, it. Frawley might be interested in the picture of 
what took place in Ontario this year. 

MR. FRAWGHY : Yes? 

In Ontario, in line with what you said, Mr. Chairman, 

in Ontario the gas tax was 6 cents until May this year, 

Of mprii rather, 2nd 1b was raised) to 3 cente, wand ar ver 
the first month of operation it was found in May the 
COnSsumption in’ the Province of Ontario compared to May or 
1938, which months were comparable as to weather, holidays 
and Sundays and other conditions, the gasoline decrease 
for that month was 7,900,000 gallons, with a loss of 
revenue to the Province, notwithstanding the fact they 
increased their gas tax from 6 cents to 8 cents, they 

took a loss of $45,000.00 in that one month. I just got 
the figures from Ontario to-day and I would say they are 
going to experience a somewhat similar situation during 
the month of June. é/e know by a survey that we have made 


that there is a definite decrease in the use of automobiles 


et. 


' “aay 


AVG Sarl 


sale ints, ae N ee ‘ 
% Eu. a 


‘bo. yea < 


+t 


ide | pa eine oe 
ot’ ab’ rorya 


wits cout 


a oe ey ii xe chs ‘4 ans #0 ae 


iB eat v on a 
ene rare erred 5 _ 
et -* 


ayy 


-10,587- 


A. Tie Miller. 


at the start of that gasoline tax in the Province of 
Ontario. Some of it may have come back in increased cents. 
But we have made a survey down there personally house to 
house and other surveys to find out just exactly what the 
public thought of the increase. ‘Je found that where one 
man was driving down to his.office in the morning, and some 
of them drive from 8 to 10 miles down there, there would 
be three driving down. ‘Je also found there was a considerable 
increase in the traffic of the Toronto Transportation 
Commission in their street curs. ‘seople decided that they 
would just usc their car that much less, which, I think, 
indicates that you can go too far in the taxation of 
petroleum products. 
MR. FRALEY: Our gallonage has not fallen off 
veryycadly. 
But this is a jump from 6 cents to 8 cents. 
MR HARV: A 25% jump. 
MR. COMMISSIONER LIPS=9T: Have you considered at all what the 
effect cof the converse of that mignt bev Supposing the price 
ofpoasoline tin thistProvinee: were reduced.) 2) centgeana 
corresponding amount, as to what increase in the production 
of the refineries of the gallonage that would be consumed 
might be? 
We have not been able to figure that out, Mr. Commissioner, 
really, because so Tux every time avreduction,) or nearly. 
every time a substantial reduction has been made in the 
gasoline structure in Canada, it has been, the burder has 
been replaced by an increased gasoline tax. As an illustra- 
tion of that, take the Maritimes, where they have regulations 
and their regulations permit them to set the price of 
gasoline and where they insisted on a price reduction of 


2 cents per gallon some twelve months ago, the same day 
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that the price of gasoline was reduced 2 cents per gallon 


the gasoline tax was raised from 8 cents to 10 cants per 


gallon. There was no benefit to the consumer and no benefit 


to us. «As a matter of fact, it was a considerable loss to us. 


MR. FRAWGLY: The tax in Alb«rta has beem 

7 cents how long? I do not recall. Some years tow. Do 
nov trouble’ too’ much, Mr. Miller. 

imshnould@have it here somewhere. 

It has becn some years anyway? 

Alberta, #pril 30th, 1922, the sasoline tax was 2 cents. 
gune Vst5" 1921. 

L217 

1929, I beg pardon. The gas tax was raised to 5 cents. 
OmAprililst, 1943, itiwas raised toreicents.wNOn aprisgacs 
azvain - it seems to run on April lst - 1935, it was raised 
Tory oCcen ts. 

HedjN A LISD. 

TH: CHATRMAN ; and it has remained at 7 cents? 
Since April-ist., 1935, sears 

Have you got the comparable figures for the other Provinces? 
Yes. 

In your list? 

Yea See 


Tt would be interesting to have it on the record. 


MR: FRAWLEY: Yesy* ust 2ead) Ptlin tomes 

record. 

Prince Edward Island, May lst, 1924, 2 cents. HNareh J3lst----- 
PRM HARVIS: Tis) 1nWweeen Cease. si ie 


original tax? 
These are the rates of gasoline tax with the date that they 


were set. 
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In the first instance? 


MR. FRATAY: it is a complete record? 
MR.» HARVIU: It is a complete record of the 


taxes in each Province? 

Yesierir. March Slet, 1926, it was raised to: 3 cents. 
TH: CHAIRMAN: Where is this, I am sorry. 
Prince Edward island. 


Yes, thank you. 


May lst, 1928, it was raised to 5 cents. May 2m, 1932, 
ita wae, reisedto' Groentes) ) April) loth) 1950) wes raised 
fo 8 cents end April 23rd, 1937, it was raised to 10 cents. 
It is now costing nearly as much as the gasoline down there 
because the gasoline sells, I think, for about 14 cents. 
Nova Scotia, March 15th, 1926, 3 cents; March lith, 1927, 
recente; Gprit asst jwlSSaruG) cents; ay 1st, 1934, 8 cents: 
Meroh 25th, 2938,.10 cents. Thatbwis just over & year. 

I said about a year ago that change was riade. New Brunswick, 
April S0th, 1926, 3 cents; December 1st, 1928, 5 cems; 
Roe et il9sc,e7ecents; April bat, 019343) 8 cents yaeemesr 
20th, 1938, 10 cents. Quebec, April Ist, 1924, 2 cents; 
Mri sist, 1925, 3 cents; Aprid ist. lee9, 5 cents; 

December L7th, 1931, 6 cents; April 17th, 1989, 6 cents. 
Ontario, May llth, 1925, 3 cents; March 27th, 1969, 5 cent s; 
Mareh 25th, 1932, 6 cents; April lst, 1959, 8 cents. 
Manitoba, «pril 27th, 1923, 1 cent; March 5th, wl 208 

3 cents; April 14th, 1930, 5 cents; May 7th, 29OR wer eGemwo. 
Saskatchewan, May 1st, 1928, 3 cents; april ist, LOS 
Seeents: May ist, 1962, 6 cents; April 1st, 1995, )7 cents. 
Alberta, april 30th, 1922, 2 cents; June lst, 1929, 5 cents; 


April ist, 1934, 6 cents; April lst, 1995, 7 cents. 


cc 


' ok 6s ‘ii * 
Seemmtunstestad sherlith any git 


c ey’ 
ay we ein Se 


tee 


< art: Ve Io CT 


ee eee 


7 : 4 
4 « he ey 
eC oe! i Be x ; Bay) ~ Ls a a 

nad . 


Th ener, Nei 
Tow S ee), 


ae ae 
oe heaitan of 


aM 


DU ci § 


SRE 


iy # 
me REN, ol 


2 S866 oR | ait sate 


' 


j 
a 


SUG joa = 


fhe Hoyle ior. 


British Columbia, December 21st, 1923, 3 cents; March 25t1 
1930, 5 cents; April 18th, 1932, 7 cents. The authority 
for that is the Dominion Bureau of Statistics, Ottawa. 
What I was suggesting was that second line, or xX line, 
which you call consumption of taxable products 

refunded, you really could describe that as consumption of 
petroleum products used on the farm? 

ell, I supsose to get a refund it must have been used 
somewhere there. 

To let the Commission study it for other purposes it 
indicates the amount of petroleum products used on the farm 


exclusively. 


TH; CHATR'AN: Actual farm work? 

MR. FRAWLSY: In actual farm work. 

tL woulda tiink so, yes, 617 I think even elevators would 
come under that category. The next we get there is 


the green line showing the amount of marketing expense. 
Mis is the Be A. Gompany, I presumes 

That is our marketing eCxpense. 

Yes? 

Rose from 100----- 

TH! CHATRMAN : sm I wrong? This whole sheet 
is the B. A. Company, is it not? 

Yes, Sir. ‘hen I say that is the B. a. Company, the 


marketing expense would be ours, but the total consumtpion 


That is of the whole Province? 

Yes. 

All the companies? 

Yes, Sir. The marketing expense went from 100 in 1928 up 


to 136 in 1929. From 1929 to 1930 it went up to 142%. 
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1930 to 1931 it came down to 140; 1931 to 1932 it went 
up Slightly to 143%. 1932 to 1933 it came down sharply 
to 120%. i+ ran along at 120% between the years 1965 and 


1935 and sinee then it has inclined to 134%. 


oO 


Oo you want to say anything more about that? 


By 


he amount of marketing expense Beg pardon? 
are you going to discuss later that increase” At the end of 
19435 it went rizht up? 

Yes, I will be able to give you that in that 10-year figure 
I am going to discuss with you of marketing costs.) iis 
amount of marketing expense, less bad debts and drum write- 
offs. That is what that "B. DD.” and "7. 0." mean there. 
Tat is marked in green with a jagged line. You notice 
that went up similar to the marketing expense. 

What is etna fia ven say? ii 

hess Bad Debts and Drum “‘/rite-offs. Drum write-offs 

are pretty tough in many cases because of the abuse these 
containers get and the mere fact they are supplied free 

by the oil industry, notwithstanding the fact they cost 

us $9.00 apiece. Otherwise, I suppose if they were charged 


for they would not get the same abuse. 


(Page 10,592follows. ) 
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@ THe CHAT wAN?: whet is your view ebout 
thet, as to that practice continuing? 

A well I think----= 

Q We have had other views about it end we will welcome 
yours? 

A Well at one time these drums were, probably it is a 
mistaken idea to say that they were not loxned before, 
they were loaned except we received 48-00 for the drums 
and if the drum did not come back in good shape, we did 
not refund or we only refunded that portion less the 
cost of repairing the drum and we hed the use of the 
v8.00 while they had the use of the drum. Then it came 
to loaning drums and as far.as L.soan see it is something 
that never should have been-e I think thet our products 
should be sold f. o- be Our warehouse in the satle manner 
as in the United States. The United States went through 
a drum situation similar to what we have done in Canada 
and they got away from it and in many areas ef the United 
States today you cannot even buy a drum. They do not 
sell them and they do not loan then ahd I think that the 
consumer-~--— 

& That is to say they have to get their drums from sone-~ 
body who is in the business of making drums? 

A That is right, sir» The consumer I think should furnish 
his own container for the product the same as the dealer 
has to furnish his own equipuent for the product he buys. 

Q wRe FRAWLEY: Have you made any inquiries 
to find out whether the dairy farmer is given a free can 


to deliver milk, to deliver butter fat to cGreameries? 


mi I do not know. 
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Q THE CHA TRUMAN: well you say it is a per- 
nicious practice which has grown up, cverybody does it 
because everybody else does it? 

f Quite right, sir. 

Q Assuming for the moment you are right in that view, what 
is the remedy? 

A ell there is no regulation «et the present time to govern 
thate It is really something which I think should be 
taken oare of by the industry, if it were possible to get 
together once in a while and talk these things over we 
might get somewhere with it but it is illegal and there- 
fore we do not do it. 

q, we have heard a suggestion of that before and I ai curious 
to know what underlies the thought that the people in the 
oil industry cannot get toy;ether and talk over things that 
would be a benefit to themselves and to the publics? 

A I often wonder myself. 

Wheat gakes you think that that is so, thet that is illegal, 

I woulda be horrified to know that people in the industry 

coulda not talk about the affairs of the industry with a 

view of doing it good without Going something illegal. 

LiKe FRAWLEY: Or do not sometimes talk it 

over, surely you do not live in water-tight compartments. 

THe CHALTRuAN: That saggestion was thrown 

out by another witness but because of something which went 

on at the tine I just forgot to pursue it bub. E- wouldriaike 
to know why you sey that? 

A Vell that is the general thought, I think, tur. Chairman, 
that the industry, of course E think the Act pertains more 
particularly to prices, 498 of the Criminal Code does not 


permit us to discuss prices, price regule tions. 
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tule FRAWLEY: There ita e lot of public 
detriment that has to be proved before anybody can 

bring you within 498. 

well I will tell you right now I would not sit down and 
discuss prices with anybody under 498 (a). 

THit CHALRMAN : rould you nind getting ne 
498 (a), I mean, there are so many things, ire Frawley, 
that appeals to one as being capable of solution in the 
industry, as we have gone along here month after sonth, 
and it seems to me it is worth while to pause long enough 
to consider this regulation if there be one. 

whe FRAWLEY: I would think it would be 

a useful digression. 

like NOLAN; IT can give you some intor— 
Metion about it, sin, 498° (a7. 

Mine FRAVDLY : lio, are you speaking of 498 
or the liew Bennett Section, 498 (a)? 

498 (A). 

mike FRaWLiGY : For the purpose of des- 
troying a competitor or something like that. 

THE CHATRiAN: There must be some rider, 
surely you do not have to refrain from lowering prices. 
Mike KACLEOD: It is the one that went to 
the Privy Council. 

“Re NOLAY: It became Section 498 (A) 
of the Code: and then there is the Combine: act which also 
has these provisions in it and what these companies are 
concerned with is fixing prices by agreement, they are 


Liable to be prosecuted by the Government, either uncer 
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the Combines Act or under the Section 498 (A). 

WWRe FRAWLGY: It is not done in this 
Province. 

bine NOLAN: There is & prosecution 
pending at the moment on the same matter. 

wiRe FRAWLEY: That is with respect to 


retail price maintenance. 


iiRe NOLAN: That is fixing prices. 
Re FRAWLEY: That is conspiring together 


to the public's detriment. 


idke NOLAN: fo Lix prices. 

MRe FRAWLEY: To cirecvumscribe competition. 
lin. NOLAN: By tixing prices. 

wWRe FRAWLEY: AlLE right, and now we have 


it. However, let us read the Section. 

THE Cha thw.al: hiajor Lipsett is getting it. 
iRe NOLAW: ure Halverson made a reference 
to it in his examination and nothing was said about it at 
the time and then it was forgotten, but that, I may say, is 
what he had reference to because I asked hin afterwards 
what he nennt by that statement. 

wRe FRALEY: And the newspapers asked him 
and he said thet was what he hed in mind. 

THE CHaTRiis Ns Tt wae comething which it 
would seem a sun.ible thing for the industry itself to 
have considered. well, wie Harvie. I have read the 
Section, you do not think it would prevent the oil con- 
panies considering whether or not they should stop loén- 
ing drums, do you? 


WLTT NESS: No sir. 


\ 
r] 


~ 


> 


fe 


oy 


op 


1 


4 


Ree 


Ae He isiller ~ 10,596 - 


04 
5 


WiRe HARVIL: Possibly if it was done by 
arrangewent with other companies, I think it is fairly 
questionable whether it can be. 

wRe FRAWLEY: The milk distributors, I 
seem to recall, took en effective step to stop the 
promiscuous use of their bottles back and forth. 
wRe HaARVIL: That was a Gifferent thing, 
that was © mis-use of them, not whether they were sup- 
plied at all, or not. 
WR. FRAWLEY: However it is something 

that we might, in view of the fact shat these people, the 
Imperial Oil and the British American, have both put it 

to you, iir. Chairman, that there is something in the 
Criminal Code which prevents them getting together, IL think 
we shall have to give some attention to it later on. 

THE CHA Tiw.A N: I think so too. It seems 

an extraordinary thing that they cannot meet te do good, 
without coming under the condemnation of the law. However, 
we will go one 
MR. HARVIi: Possibly the question is 

ag to who should decide what is good, that may be the | 
difficulty. 
MRe FRAWLEY: You will never know until 
you sit down to find out. 

wR. HARVIL: And then it is too late. 
WITNESS: Vell naturally on that drum 
situation, if the drums were paid for or were owned by the 


consumer, the life of the drum would be a lot longer than 


it is today. 
THE CHALRMA: jnd it would not have the 
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same effect on the cost of carrying on business? 
Everything adds to these costs, sir. As 1 said this 
morning I think we have 50,000 drums in the Province 

here and our drum investment for the farm business in 
western Canada has run as high as e million and a half 
dollars, ranging from 15 to 40 percent of our total ine 
vestnent on the Prairie Provinnes and when you come to 
think of the fact that those containers leave our plase 
and they go out and are used as water carriers, the ends 
taken out and used as hog feeding barrels-~-- 

tuRe FRAWLEY: And used as stoves. 

And made into stoves and things like that, why it adds to 
our cost of doing business. 

All at the expense of the people who buy gasoline? 

Then the most disturbing thing of ald te, Oreet teas ts 
is to me, we pay 9.00 apiece for them and we sell a 
barrel of merchandise that nets us on the invoice about 
35.99 and the drum goes out and we never know whether 

we will see it any more and I cannot see, ilake that thing 
Ado mpyeo make) Lt look economy so far as I am concerned}; 
the other disturbing factor is that the major industry, 
and I think I am right when I say this, the ma jor industry 
in western Canada have provided the parrels for the con- 
sumer and it has been unnecessary therefore for all the 
other classes of operators who come today and go tomorrow 
or stay in business for 4 short while, they are able to 
reduce their prices because of the fact that they do not 
make this kind of investment.e They use our packages, the 
Goupany's or the North Star or our company's, 


Imperial Oil 


or anybody elses. Shey buy very few drums and the 


evidence of that is that there are only two people man- 
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ufacturing drums to any extent in Canada, the Jestern 
Steel and the Nutional Metals, Limited, and if you take 
the total business and check the total number of drums 
purchased outside of the major industry, during the last 
ten years I think you will find that statement is cor- 
rect. 
Now our sales of all 

products, tank waggon, went up 100% to 124:; between 1928 
and 1929. They continued up about another 1OO0-~~-- 

THE CHAT: lL aa sorry to interrupt 
you, wre iiiller, but just to pursue that for 4 minute, 
supposing that a scheme could be put into effect by 
proper means, whatever the means night be, whether by 
agreement amongst the parties who loan drums or by 
government edict or otherwise, that the practice would be 
put an end to, what would the saving be to your compa ny 
let us say in dollars and cents per annun, roughly? 

Sir, I cannot give you that answer right off. 

Could you make an estimate for me overnight? 

Tithink T coulic. 

without too great an inconvenience? 

I think I could sire There is another known equation in 
that too, that in addition to the cost of the container, 
and depreciation and so forth on the container, there is 
a trecendous amount of work involved, which is very hard 
determine, relative to the accounting, handling, cleaning, 
processing, repairing and so for th of the containers. It 
would be only a very approxinate figure. 
Yes, but one which you would think is a reasonable one 
and then I suppose on the other side of the picture, 


aight you not have to take into account, thet it wight be 
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a deterrent to getting out your volume, if people had to 
make this initial expenditure, they ight be less apt 

to buy gasoline or buy produsts or buy the machines that 
call for the product, would that be appreciable, do you 
think? 

T do not think it would geke a bit of difference, Sirs 
You do not? 

No. 

The gan who wants to use gasoline would use it anyway 
even if he had to buy «a drum or two? 

I think so. 

I would be glad to have your considered view as to the 
saving that could be effected? 

rAJOR LIrsstTs There might be some means 
found by which, if you loaned the drua, and it was still 
your product, thet that arun should be used just for the 
purpose of taking delivery from you and not used for tak- 
ing delivery from a competing firn’? 

Well when Tumer Valley was rampant, sire Commissioner, 
that is when the naphtha was evailable in so many wells 
in Turner Valley and under the legislation in the Prov- 
Snee whereby the producers must sell to the consumer, that 
4s he was not permitted to sell his products to an oil 
company, the consumer had the privilege to go to that well 
and buy those products, I think anybody in this industry 
will tell you when they stood out here on the main high 
highway and checke hundreds upon hundreds of trucks daily 
going down there enh anywhere from six to eighteen drums 
and everyone of those drums would be belonging to, or the 
mejority of them anyway, to be safe, would belong to 


either our company or to the other gajor companies that 
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supplied them. I would say over 35% of our containers 
in this Province were out of our service and in the 
service of Turner Valley. 

&, Has that not been overcome in some way? 
lune FRAWLEY: Surely they have an ex- 
change, they did it by exchange, in the milk business, 
that is something you people might have done? 

A what is that. 

Q They have a milk bottle exchange where returns are made 
and you do not get one milk distributor using the other 
fellow's bottle, I cannot give you all the details of 
aa 

A Yes, but when the consumer has your packages and he takes 

them down +o somebody else's plant, for instance if « man 
came into our plant with six Imperial Oil drums, we would 
fill them, we would not know whether he owned them or how 
it is and it works both ways but here was & case where 
Turner Valley, as I say, was making sales direct, heavy 
sales for several years to the consumer at the field 
price and i would say that 95% of those containers were 
containers supplied by the oil compe nies and so far as 
we were congerned, as I said just now, over 35%, I would 
say, of our drums were out of our regular service and in- 
to the Turner Valley operation. 

Q bike FRAWLEY: That was because, you must 
not confuse us about that, you just turned them loose 
and let the men come and get them, loaned them and gave 

them away? | 

A dell Mr. Frawley, you say we turned them loose, a man 
naturally comes to our place and buys some product and he 


has @ container, but as to how long he intends to keep it 
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we do not know, it is his business and we have no con~ 

trol over it. It costs us more money to run around 

and chase around and pick them up, which we have done 

on several o@casions, spent good money to pick them up 

out eventually they get out again. 

You almost give them to them, I would say? 

WR e HARVLE: You are holding a brief for 

that practice, are you? 

Mre FRAWLEY: No, I asi not. 

I think it is a practice that could be well discontinued 

and it seems too bad it has not been discontinued. 

You might be interested in knowing what i.r. Halverson 

said about it: 
"Tt is obvious in Alberta ‘reading from sxhibit 
"314', "It is obvious in Alberta that steel bar- 
"rels are required in immense numbers to service 
ithe farmer. Up to the present time we have been 
"loaning barrels to farmers. we intend tn carry on 
"loaning the steel barrels we now have uo long as 
"they do not need replacement. When additional 
"barrels are needed it is our present intention to 
"sell the farmers non-returnable barrels at cost." 

That is page 9 of Exhibit "214", now that is What Mr. 

Halverson said, and in any event he indioated there a 


line of thought, good or bad, at the moment I am not 


aeyiue = 


iad JOR LIPSETT: But it would be possible, 


Seuld 16 not, Mr. Miller, v0 create some sort of con- 


trooct with these people who are coming to get the product, 


the same as you do with a pump, 80 that the container be- 
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longs t9 you? 

You have not the same control over it, in connection with 
the sale of a drum, as you have with a dealer. The 

dealer is selling your product under your brand name and 
you have some protection there inasmuch as he will not 
display your brand name unless it is your product but if 
the consumer gets a drum or several drums out into the 
country, fifteen or twenty miles away from your commission 
agunoies as we used to operate, it is practially impossible 
to Gleun up a situation like that, that is the trouble 
with many of these things, it is one thing to put the: in- 
to effect and it is another thing to properly police them 
and see that they are enforced. 

It might be a thing that we could get some suggestion 

from from everybody as to how that situstion could be 
renbiied if it should be remedied? 

Well the suggestion I would make so far as sp aking 
personally, or I would like to uake rather Leer ee re 

my way I would sell all our drums for. little or nothing 

and never buy another one. 

mh e HARVIE: That is seli-==—— 

To the present consumers if Il could, 

GadOnR LLPSirl: That is that every consumer 
woula have to provide his own container Lo capures’ 

Yes. With the lowered prices existing for petroleum 
products and with regulations governing, regulations 
governing labour, the nours of labour and the increased 
taxation and other matters, other items such es that, it 
is getting practically impossible to continue to loan 


these containers or give other similar service as was done 
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heretofore. je are faced all the time with shorter hours, 
higher wages, and other increased costs. At the sane 

time we are doing our best to put out a guality product 
suitable, so that the man can use it for his various 
requirements, at the lowest possible price and therefore, 

I think that this kind of service should be discontinued 
and I am very disappointed to think that these little things 
cannot be worked out because I think they are beneficial in 
general to all concerned. I think the least waste, least 
depreciation and if a man has to provide his own equip- 

men L-=== 

Re FRAWLLY: The cost of them has to come 
out of the marketing spread like everything else? 

That is right. 

And the tank waggon is posted to provide a certain market~- 
ing spread, which marketing spread must look after all 


these things? 
We try to have the tank waggon prices to take care of all 


these things but there are many occasions when it does not 
take gare of that. dAs I say the trend has been definitely 
downward in prices but labour and other things are def-— 
initely upward. we have increased costs on the one hand and 
we have a lowering of price on the other hand, 

But so long as you can make u profit, so long as you ars 
not making a loss, the spread is looking after that, as I 
do my arithmetic? 

well with an industry such as this, iir. Frawley, that has 
the hazards to contenc with, as I say, if the profit is not 
sufficient over a number of years then we are going to get 


into very difficult Straits before very long. 
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£ am not quarrelling now with that, it is all right to 
have a profit? 

You speak of profit, if you have a good profit in one 
year, this industry to run, and to give the services and 
take care of all the regulations which have to be pro- 
waited for, it should have weather 2 fain protic evenia 
definite period of years, 

I am not quarvellihg with that at all but the point I 
was going to try to make was probably too obvious to 
bother with, I say thet all these costs, and ‘this ida: the 
one now we are questioning, the question is whether it 
should be continued or not, this expense is taken eare of, 
the cost of it being carried on, is taken care of in the 
marketing spread naturally? 

Guite right. 

And if it were eliminated then that spread as to that 


particular item need not be so large? 


THis GHALRia N: fo provide the same profit. 
Wk. FRAWLEY: To provide the same profit? 
Yess 


Ana if we take that item of cost out and all the other 
things be left equal, it would inercase your profit? 
WAJOR LIPSETT: Is there not more than that, 
there is the original capital invested, has it not an 
originel capital investment to provide those druns. 

idk. FRAWLEY: Oh yes 

bAJOR LIPSETT: You are merely que st ioning 
about taking thes out. 
MR. FRAWLEY: Yes, and looking at the 
mortality. 


THE CHALHLAN: You will amortize thet 
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capital investment in your operating costs. 

Re FRAWLEY: Those are some of the 
PenirlCaplons OL ay 

Thi CiATRuAN: se will be interested 
to know whet it means to you in dollars and cents in 
the operation of this company and whit thet means per 
gZalion, having regard to all your operations? 

It Will be very small per gallon of course. 
eoite,out Lt it is “not teo much trouble 1% would being 
teresting to have it and that does not touch at all 
the question of whether profits ure too high or too 
Low? 

No. 

If they are too low to begin with, they are then that 
much less too low when this is removed? 

Pile rent. 


bas 


HR. PRAWLEY: There is comfort for you 

tn it either way if it is removed? 

Seer itu.s 

Bie PraAWLiss : jould vou eare for a little 
Tedess, 2.r6 witler? 


THE CHA IH.AN: Yes, if you would. 


WLTWNLSS: Thenk you. 


% 4. 
(An adjournnent of five minutes was here taken). 


ey, 2 
y 


ou Siti in 


4 
f 


neo +e iy 


Mi: sh. A ay 


Waves 
hee ce 


‘tae On ar : ay oe 
mF dee 7 ei 
‘ 
ty WW syle Ph 


T-4 


ii 


Oo 


SL. BOG i 


A. a tiie. 


THE CHaIRMAN: wee I it) ek heen a oak Ra IES cal 

You will note that the Sales of all projucts, tank waggon 
in gallons, our sales declined between 19S) and 1932 in 
line with the decrease thet was general in the total con- 
Sumption of taxable products. 

MR. FRAWLEY ; This is British smerican again, 
that third last item. Dales of Prodiote? 

The dotted and broad iine, Sales of All Products ,tank waggon. 
Your consumption of taxable products is your straight black 
line, of the Province. 

That is your company, Mr. Miller, I mean? 

Yes, that is right. 

ie eh t's 

Then we gradually went up from 193% to 1954, and on up to 
1936 and still up into 1937, pretty well in line with the 
increased consumption that the Frovinee had. Our cost per 
gallon of doing business in cents rose from 1928 to 1930. 
It stayed about even till 1931 and from 1931 to 1932 it 
went upwards. from 1932 it has continued downward until 
the end of 1937 it was about 94%. 

This is what, is this the srice to the farmer? 

That is the cost per gallon in cents. That is our price. 
At the tank waggon vrice? 

ie St oats 

NRe BoRV is: TALS) 18 ne) Frend ? 


Tie “trend. 

MR. FRATULY : The figures you used to make this 
graph are tank waggon prices. That is the cost per gallon 
in cents are tunk waggon prices? 


This figures with the bars in green and the cirele is the 


cost per gallon, our, cost per wallon. Vitis! theep. a. cost 
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A° H. Miller. 
per gallon. 
Do you mean marketing cost? 
The cost per gallon , not the marketing expense, but the 
eost per gallon. 
MR. COMMISSIONGR LIPSETT: You mean the price of the 
commodity or the actual cost to you? 
No, our cost per gallon has declined. 
Is that the price you charge tank waggon for, is that what 
you mean? 
No, our cost. 
Your cost of manufacturing? 
Our cost of doing business. 
MR. FRALEY: You have a marketing expense, 
that is the fourth item? 
I beg pardon? 
Your cost J»™ cents per gallon? That is the price charged? 
I. beg pardon? 
That is the price charged. That is, you mean, your tank 
waggon price? 
Yes. That is our cost per gallon in cents. 
TH: CHAIRMAN: Is that right? That is the cost 


to the tank waggon buyer. Is that right, Mr. Miller? 


Yes. 
MR. HsRVIL: in cenis per sed Ton, 
TH: CHATRMAN: Yes. 


Yes. The tractors, you will note, went up steadily from 
1928 to 1931: From 2931 they have just about maintained 
a steady position until 1936. 

That is the tractors in use in the Province? 


Yes. 
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MR. FRALEY: The tractor population. 

Tractor operators of the Province. 

Well, it might be of moment. Where did that information 
come fpom, so that it can be checked? 

That information was from the Dominion Bureau of Statistics. 
allright. 

TH! CHAIRMAN: I see that you have these---to 
digress just for a second, Mr. oarvie, the witness Tada 
tabulation on one sheet of the taxes in the various 
Provinces that were read into the record.) (Would at) beltoc 
much trouble to give us a copy Of that sheet? 

Mie (eARV IE Yes. ir. Preniey nes -avreany 
asked for that and I will furnish it. 

TH CHATRMAN: Yes. I am sorry to interrupt 
yous) Mrs jailler. 

MR. FRAWLEY: mr. Miller asked me during the 
recess if he could interrupt what he is doing and complete 
something that he was talking about before, in this 
distribution system of his. 

THE GIATRMAN: ALIS en, That is the new 
distribution scheme? 

Ose oi. 

MR.) PRATIBY : Wheaplare Vouria Lines 

There is a blue-print showing the specifications of the 
former plants that will be attaghed to the dealers’ places 
of business. 

naving Desi tie it, then we head vettier (fale it. This is 4 
blue-print showing the plans and specifications of the new 
wholesale facilities which are being added to the premises 


of these people now called "dealer distributors" under your 
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&. H. Miller. 
new marketing set-up? 
That is right. 


(DOCUMENT IN QUESTION IS Now 
MaRKSD EXHIBIT "445", ) 


IT am sorry I have not got more blue-prints available but 

tI @an get some others if they are required. However, this 
isa typical example of the underground storage tanks. 

The installation, Showing the side elevation of the warehouse, 
the small warehouse, 12 X 18 , the platform and the four 
pumps to take care of the four different products that will 
be placed into four different tanks. The tanks in this 
blue-print consist of 3-1,000 gallon tanks and 1 2,000 

gallon tank. tf would like to explain the difference between 
this and similar installations. it OUT O1d agency poirts 
we had a number of 3,000 gallon storage tanks above ground 
instead of using the large 13 gallon tanks, whieh tanks we 
purchased, the number being 325 in Yestern Canada,and 

Of whieh one-third of that number were installed in the 
Provinee of alberta. ‘ith that we ourchased 50 compartment 
cars, 4 eompartments, at a cost of $250,000.00, to unload 

our products, the different products in smaller quantities, 
not only into our large storage tanks, but also into the 
small 3,000 gallon storage tanks. In other words, as I 
sSaidethe other day, the multiplicity of oroducts aime) to 

the experimentation of the tractor over the years has eaused 
the industry to not market as they formerly did two products 
only, one being gasoline and one kerosene, but we have 
carriea@ and -have had to carry and market about 7 different 
products, as. I expressed the other day, due to, that. condition 
to take care of requirements due to the variation in the 


various type of tractors that were in effect. So we have 
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in these agency points we formerly operated in addition 
to putting in three or four 1,000 gallon underground 
storage tanks with the 12 X 18 werehouse, we also installed 
underground 1-3,000 gallon storage tank that was formerly 
above ground. The reason of that is because the old 
agency points, as I call them, where we had bulk plants 
formerly, had a greater potential and consequently we 
could do with more storage even though it is underground. 
So the only difference between these points and the new 
ones we will add, which have a smaller potential in «4 great 
many cases, the majority of cases anyway, is that we have 
4-1,000 gallon underground storage tanks at tnose instead 
of three or four 1,000 gallons plus the 3,000 gallons, 

In other words, they are a smaller points, so we can put 
il 6, QUO sallon tank. 

Perhaps at this point, before when you operated these 
country bulk points you had an agent? 

A commission agent. 

And if he left you you would simply get another man and 
instal him in your premises and carry on with him as the 
Commis sion agent? 

That is right. 

How about the same situation in these new points. Do you 
fell you have the same security. The man now buys your 
product outright. You have put in a lot of investment 
which he is going to use but Lt Le 2oine.to ois 
gasoline. “het assurance have you got he is going to 
continue? Suppose he kicks over the traces some day and 
says------ nig retail business, by the way, is his own? 


In some cases it is his own. In other cases, it ds ours. 
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The retail? 

SaciT. 

Oh? 

As time proceeds we possibly will own more of the retail 

in addition to the wholesale than we have to-day. 

That is very interesting. «at the moment you have gone out of 
the retailing of gasoline in alberta, as you have all over 
Canada? 

Quite right: 

Now, you see a possibility of working back into the retail 
distribution of gasoline? 

No, Sir. But if we awn the vnlace we will lease it the same 
as. we do to our tenants and their service stations and he will 
GO. the reteibing and the wholesaling. 

Yes, all/right. Then you have some nictures? 

The photographs are not so good either. But they do give you 
an idea of the new main company operated bulk distributing 
plants, of which there will be 51. in the ‘Province’ of Alberta. 
Gly, "mes? 

Grepvismthe garage) the: new. parage mand solCeics vy 

Waestvplace \is'this.' Letius get that marked? 


That happens to be the Drumheller branch. 


You produce a picture of: the British American main distributing 


branch at Drumheller? 
Right. 


(PHOTOGRAPH (IN QUESTION IS. Now 
MARKED EXHIBIT "446", ) 


That branch consists of a'garage to store our trucks, an 


office building, a large galvanized iron warehouse and there 


are installed at the present time 8-143,000 gallon storage tanks 
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ie its Miller. 


at that branch. 

How many tank waggons will you have there, owned by your 
company? 

There will be 1-1,000 gallon 4% ton truek , which will 
deliver to the distributor dealer and to other dealers at 
adjacent points, and also in the town there the branch is 
located. In addition to that there will be 1 Stake body 
truck, which will make deliveries to the farms immediately 
adjacent to the branch at Drumheller. There is next a picture 
of the additional tanks to be installed there, wnieh will be 
Ae ene Grawnichewihiebe- Tor Diesel Tuell Lor Walon pene 

has been a considerable demand by the farm tractor operators 
in the Provinee of Alberta. That fuel to date has not been 
made readily available to all tractor owners in the Province, 
It has only been earried in very few spots and consequently 
the transportation costs, that is the L. C. L. freight rate, 
the box-car freight rate has been greater than the tank car 
freight rate and consequently the price has been increased 
accordingly to be in line with the additional eost of freighte 
In future at the 31 branches thet we will operate we will 
garry in bulk, shipping in full tank car lots, every petroleum 
commodity that is being used by dealers or consumers in the 
Provinee of Alberta, which means that in case of that 

Diesel fuel, for instance, that the farmer or tractar 

operator or electric Diesel plant will be able to purchase 
that product in future at lower prices than he has been 

able to purchase it for to date. 

You have another, have you? 

That is the same thing. 


anothsr view of the Drumheller branch’? 


.Yes. 
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Me lee Miller, 


(PHOTOGRAPH IN SUESTION IS NOW 
MARKED EXHIBIT "447", ) 


Yes? 

The next is the bulk sales warehouse. I do not know that 
the name has any Significance excent to show what it might 
be used for. That warehouse ig 12 x 18. That was made of 
lumber and corrugated iron. 

~et us get it marked. 

That is an actual photograph of the 12 x 18 warehouse, the 
new warehouse that will be built for the dealer distributors 
at all the new points. 

i have not really got a descriptionof this. This is not 
built in Alberta? 

Yes. 

Wacrs 15 lieactueaiily Dut? 

There ar¢ some built here now. I cannot give from memory’ & 
list of the points. They are being erected in the Provinces 
of Manitoba, Saskatchewan and alberta. 

MR. HaRVIS: This is the wholesale part of the 
combination plant? 

AS I said yesterday, I'r. Frawley, we are in the midst of 
construction, I will give you a list of the points where 
they are already built. They are being built in Manitoba 
and Saskatchewan ani in Alberta. 

MR. FRALEY; This is the warehouse to be built 
for the dealer distributor? 

On our property. 

On your property? 

and owned by the company. 


Oy re S's 


And is in conjunction with the storage tanks and equipment 
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that is shown on the blue-print, Hxhibit No. "445". 


(PHOTOGR.°H IM CUESTICN IS NOY 
MARKED EXHIBIT 448", ) 


To correlate it with our evidence of yesterday, there will 
be a station like that presumably at a point like Castor? 
20 is hot) 42 stations no, 

& warehouse? 

4 warehouse. 

At a point like Castor? 

eS Lime bom. 

Ones. 

In the town. Not on the railway but in the town to make it 
readily accessibie to the consumer when he comes in, | 
MAS ee EWE a maleed gi, 

MR. HARVIS: And adjoining the retail outlet? 
Right. The next is a photograph of a combinataon serviec 
station and bulk sales warehouse. 

MR. FRAYLEY: This appears to be in actual 
operation. Can you identify this? 

That one was the first one that was built, Mr. Frawley, in 
the dity of Winnipeg, at the time we were considering he 
development of this new form of installation. 

TH? OH» IRMAN : AS I understand it, those of whieh 
you have photographs are to be at all of these 31 points? 
NO, bir. ALL GEMINS. POlNTSRGUtSiCS .OF ithe SL polis. 

THE CHAIRMAN: You have photographs there. Wnese 
are the 31 points, Mr. Frawley----- 

MR. HARVIE: Exhibits "446" and "447", 

It is for the dealer distributor points and with that ware-~ 
house goes this installation of tanks and pumps. 


TH: CHAIRMAN: These will be at all points where 
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you are doing busiiness other than the 31 points, is that right ‘% 
Miah is Licht, oats 

MR. FRA VLEY: That is quite right where the 
company is doing business, because at these other points 

the company would not be doing business, they would simply 

be having somebody selling their products? 

It is the game thing because we still would be doing business. 
It is our products and our property. The products will be 
sold by the dealer distributor just as they are being sold 
to-day by our agents. 

But I was going further down the line and saying the dealer 
distributor or simply the British American dealer, the 
garage operator. He is outside this picture altogether. 

MR. COMMISSIONER LIPSETT: I understood if you had two dealers 
in a town like Castor only one of them gets this wholesale 
equipment? 

Only one in every town. 

MR. FRAWUEY : and the other people are not part 
of what you might call the B. A. organization? 

Let me clear that point up, Mr. Frawley. 

TH? CHAIRMAN: This Exhibit "448", before we lose 


track of that. "448" is this one here and that fo wi 


(Go to Page 10,616) 
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That isin conjanction with this one, Exhibit "445", 

the blueprint. That goes in conjunction with the 
Olueprint "44245", 

Yese Wow you have not got 4492. 

rive HANVIL: YES e 

I will have in a minutes 

THE CHA Tidian : You are discussing things 
down there. 

Before going on with that I would like to make clear the 
point you mentioned, or the difference we tried to mike 
between the dealer or agent, or aealer agent. In the 
Province of Alberta all oil companies toduy have a great 
number of agents under the old form of distribution, 

which are dealer agents. in other words, they have places 
of business and they are also an agent for the oil compenyy, 
The same thing avplies with this new distributor of ours, 
Myre Frawley, he will still be a dealer. Sut we Go nov 
Ofll hin a dealer agent. He will be & dealer distributor. 
The only differense between the stock that he will 

handle in future will be thet the stock is placed in there 
by us as a seéle, but with sufficient cruedit crrangenents 
to make his stock ample to take care of the consumer at 
all times. The only difference is thet it is being sola 
to hia. It is meade as ans ctual sale. But we give 
sufficient credit so that the quantity can be providea 
that is necessary as «gainst the Dormer operation of con= 
signing goods to our plants and calling them the british 
Avwericaun O11 Company's goods. In other words, it «ssists 
very materially in our bookkeeping and general operations. 


It is an economy move in that direction. 
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Q Will you have any supervision, I would like to know 
whet savings you are going to have. You won't have to 


supervise this kind of people, these dealer distributors? 

w Yes, they will have to be supervised, Mr. Frawley, in the 
same manner as -- we do not supervise our dealers, but we 
assist our dealers in methods of merchandising and other 
matters to assist then in conducting their business so as 
to make a success of it. 

Q Let us get these changes. Under the former system you 
rad a bulk agent? 

A Yes. 
And everybody else was just an ordinary retail dealer. 


Now there was considerable supervision of your own agents. 


They were your own premises and your own stook. Will there 


be as much supervision of these points fllustrated by Exhibit 


"448" and Exhibit "447"% 


There won't be as much supervision as was possibly necessary 


with the others, because we had to have 4 number of auditors 


to audit our agency points, in line with our bonding company 


arrangement, and we had large accounting duties and so forth 


to perform in connection with ther. That we are trying to 


do with this is we think that this distribution is of greater 


service and advantage to the consumer and at the same time 
we feel this, whilst it has got ereater efficiency it will 


possibly lower the cost of operation. 


Q As far as your comnany is coneerned? I would Like to think 


that this new set-up of yours would no t entail the 


perpetuation of your former supervision system, that is all. 


and it won't,..aurely, will iv? 


A It will take less supervision. 
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A. H. Miller, os aia 
Primarily, you only have 31 points to fully and completely 
supervise as against what you had a year or so ago of pretty 
near 300? 

Right. 

You will have a certain amount of supervision of these 

dealer distributors because you have an investment there? 

By the sales department. 

You think there will be considerable saving in supervision? 

I cannot say, Mr. Frawley, yet, what the saving wili be 

but there will be saving. But in connection with that saving 
we have to consider the capital that we have invested to 

scrap an inadequate distribution system for one of modern 
efficiency. 

There will be additional cost. But just dealing with that one 
item, how many supervisors or whatever you call them, did 

you have in the Province of Alberta ander the old system 

where you had about 275 agencies? 

MR. HARVI2: Would that be auditors, are they 

the supervisors? 

as at December, 1938, our personnel employed in our direet 
marketing operations in the Province of Alberta was as follewse 
MR. FRAWLBY: That is under the old system? 

Under the old system. Number of salesmen, 10; number of 
auditors, 4; number of management, 6; number of warehouse 

and other salaried employees, 30. Those were only at Calgary 
and Edmonton. 

Those last? 

The last 30. Number of office staff, 40. 

Can you give me some estimate of what staff you will need under 


your new marketing system under each one of those headings? 
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The management in the first place is reduced from 6 to 3. 
MR. HantVI: In Alberta? 


In Alberta. 


MR. FRAWDEY: Management from 6 to 3. i see, 
MA» =LaRVI: There will be some off-setting iter 


Bhaere itr NMecina, will there pow? 

Nell, very smalls 

Mien, FRATLAY: How about the four auditors? 

The auditors, they have been reduced but I cannot give you 


the number. If you wish---- 


Perhaps before you finish will you give us that? 


The number of salesmen’? 

The office staff has becn reduced because of the centralizatic 
of our accounting and marketing facilities from the City of 
Regina. 

How about the ten salesmen? 

Tere will be no reduction yet in the salesmen. 

All right. Have we got some more victures to put int 

MR. COMMISSIONER LIPSETT: There was one you mentioned, 

a combination service station and buLK Sales: 

MR. FRAYDEY: That is hot ite This (is"6 picture 
of a combinatian wholesale and retail outlet, is thet right? 
Mat is right, Mr. Frawley. = would like to explain that a 
Little further though. 

fet ue mark it and: you can exvlain it? 


(PHOTOGRATH IN QUNSTICN 15 
NOW MARKED EXHIBIT "449". ) 


That service station ecnsists of proper retail facilities, 
a garage for repairs, a refreshment booth, two bedrooms 

oO i 
and one living-room and two toilets. here we build or 


where our dealer wishes to build these outlets, which he 
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A. H. Miller. -10,620- 


can arrange to do, they will be of that type. If there are 

no living quarters required it will just consist of a service 
station, garage, that is a general work-shop, and a refresh- 
ment booth. 

4nd the next Exhibit is, how would you deseribe that? 

The other. Exhibit snows more clearly the small warehouse, 

the 12 x 18, and that station I have just mentioned in the 
Other Exhibit. It is a different view; thet is all. 


(PHOTOGRA°H IN QUESTION IS NOW 
MARK =D EXHIBIT 450", ) 


TH CHaIRMAN: That is a different view of 

Exhibit "449"? 

WR. FRAVORY: tes. These three Exhibits) gauniak 
Mr. Miller has done very well in separating them but I want 

to be clear that they are just the same premises. They are all 
of the same premises if you look at them and they Mmve just 
been divided un: 

TH CHA IRMaN : exhibit "44e"¢? 

Goes with the blue-print, Nagou, theater righ taped 

"446" is the main distributing branch and "447" is a second 
view of the same? 

MR. FRAWLEY: Nget 

TH CHalRMAN: Now, we come to "449" and "450". 
which are two views of the same? 

BR. FRAYLEY: Yes, (and) if ‘you will cok at 

"4250" you will find it is’"448" in part. “These three Exhibits, 
I wanted you to be clear----- 

MR. COMMISSION GR DI?Pshie:: The threes Exhibits ana therblas— 
print. 

THS CHAIRMAN ;: "448" refers to "445", the hlue- 


print, and also "449" and "450". 
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Pea i Ler. 
MR. FRAWLEY: That is right. 


There is only one type throughout. That is all. 


TH: CHaTRMAN: I think that is all we will do 
to-night. 


(st this stage the Hearing was adjourned until 10:30 «a. IM. 


5th July, 1939.) 
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